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EFFECT  OF  CARGO  PREFERENCE  ON 
AGRICULTURAL  PROGRAMS 


THURSDAY,  JUNE  17,  1993 

House  of  Representatives, 
Subcommittee  on  Foreign  Agriculture  and  Hunger, 

Committee  on  Agriculture, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  call,  at  9:30  a.m.,  in  room 
1302,  Longworth  House  Office  Building,  Hon.  Timothy  J.  Penny 
(chairman  of  the  subcommittee)  presiding. 

Present:  Representatives  Rose,  Barlow,  McKinney,  Baesler, 
Pomeroy,  Stenholm,  Allard,  and  Doolittle. 

Also  present:  Representative  Smith  of  Oregon,  member  of  the 
committee. 

Staff  present:  Gary  R.  Mitchell,  minority  staff  director;  John  E. 
Hogan,  minority  counsel;  Dale  Moore,  minority  legislative  coordina- 
tor; Glenda  L.  Temple,  clerk;  Jane  Shey,  Anita  R.  Brown,  Joe 
Dugan,  Xavier  Equihua,  and  Lynn  Gallagher. 

OPENING  STATEMENT  OF  HON.  TIMOTHY  J.  PENNY,  A  REP- 
RESENTATIVE IN  CONGRESS  FROM  THE  STATE  OF  MIN- 
NESOTA 

Mr.  Penny.  The  subcommittee  will  come  to  order. 

I  called  this  hearing  on  cargo  preference  to  examine  the  broad 
policy  questions  surrounding  this  issue  and  to  identify  specific  as- 
pects of  the  cargo  preference  policy  and  its  impacts  on  exports  of 
agricultural  commodities.  This  is  an  issue  that  has  faced  many 
hearings  and  sparked  a  divisive  battle  between  the  agricultural  ex- 
port interests  and  the  U.S.  maritime  industry. 

It  is  not  the  purpose  of  this  hearing  to  debate  what  U.S.  mari- 
time policy  should  be,  since  the  House  of  Representatives  does  have 
another  committee  that  serves  that  purpose  and  has  that  jurisdic- 
tion. 

However,  cargo  preference  does  have  an  impact  on  the  Depart- 
ment of  Agriculture  and  how  export  and  food  assistance  programs 
are  administered.  As  long  as  cargo  preference  affects  the  agricul- 
tural budget,  this  subcommittee  will  maintain  vigorous  interest  in 
the  issue  and  oversight  of  the  matter. 

Because  of  the  changes  in  agriculture  and  the  current  budget 
deficit,  agriculture  has  faced  reduced  expenditures  for  its  farmers. 
Between  1981  and  1995,  farm  price  supports  have  and  will  be  cut 
a  total  of  $37.4  billion.  Absorbing  cargo  preference  cost  becomes 
even  more  controversial  as  other  farm  programs  are  reduced. 

(1) 


I  believe  the  United  States  needs  a  maritime  policy.  I  have  per- 
sonal concern  as  to  whether  USDA  needs  to  subsidize  that  industry 
with  dollars  that  could  otherwise  be  used  to  expand  the  volume  our 
exports.  So  it  should  be  no  surprise  based  on  my  record  on  these 
issues  in  the  past  that  I  do  have  these  questions. 

But  we  have  witnesses  on  both  sides  of  the  issue  this  morning, 
so  we  hope  to  proceed  with  a  very  fair  and  objective  review  of  the 
questions  involved.  And  to  begin  that  process  we  have  a  panel  of 
three  Members,  one  of  whom  is  already  here,  and  I  know  that  my 
colleagues  on  this  first  panel  have  differing  views  on  this  particular 
question.  And  so  we  will  begin  by  welcoming  those  who  are  here 
at  present  and  allow  them  to  be  joined  by  the  others  as  they  arrive. 

Also,  any  prepared  statements  submitted  by  the  members  of  the 
subcommittee  will  appear  at  this  point  in  the  record. 

[The  prepared  statement  of  Mr.  Allard  follows:] 


STATEMENT  OF  CONGRESSMAN  WAYNE  ALLARD 
FOREIGN  AGRICULTURE  AND  HUNGER  SUBCOMMITTEE 

JUNE  17,   1993 

THANK  YOU  MR.  CHAIRMAN.    I  HOPE  TODAY'S  HEARING  ON  CARGO 
PREFERENCE  CLARIFIES  THE  EFFECT  THAT  CARGO  PREFERENCE 
HAS  ON  AGRICULTURE  AND  ALSO  ON  OUR  NATION'S  MERCHANT 
MARINE.    AS  WE  ALL  KNOW  THE  INTENT  OF  THE  1954  LAW  THAT 
CREATED  CARGO  PREFERENCE  WAS  TO  HELP  SUPPORT  THE 
AMERICAN  SHIPPING  INDUSTRY  FOR  NATIONAL  DEFENSE  PURPOSES. 
IN  LIGHT  OF  THAT  GOAL  THE  QUESTION  FOR  THIS  COMMITTEE 
NEEDS  TO  BE,   "HAS  CARGO  PREFERENCE  ON  AGRICULTURAL 
PRODUCTS  HELPED  MAINTAIN  THE  VIABILITY  OF  AMERICAN 
SHIPPING?"    THE  ANSWER  TO  THIS  QUESTION  HAS  TO  BE  NO. 
CONGRESS  SHOULD  ALSO  ANSWER  THE  LARGER  QUESTION  OF, 
"HAVE  OUR  POLICIES  OVER  THE  YEARS  BEEN  EFFECTIVE  IN 
MAINTAINING  A  VIABLE  MERCHANT  MARINE?"    I  ALSO  BELIEVE  THE 
ANSWER  TO  THIS  QUESTION  IS  NO. 

FURTHERMORE,  WHILE  CARGO  PREFERENCE  HAS  NOT  HELPED 
AMERICAN  SHIPPING  IT  HAS  HURT  AGRICULTURE  IN  A  SIGNIFICANT 
MANNER.    THE  AID  PACKAGE  THAT  WE'RE  TRYING  TO  GET  OFF  TO 
RUSSIA  IS  BEING  DIMINISHED  BECAUSE  OF  CARGO  PREFERENCE. 
WITHOUT  THIS  REQUIREMENT  WE  COULD  MOVE  MORE  FOOD 


FASTER  TO  ENSURE  A  CONTINUED  AMERICAN  AGRICULTURAL 
PRESENCE  IN  THE  RUSSIAN  MARKET. 

AFTER  LOOKING  AT  TIIE  WITNESS  LIST  FOR  TODAY  I'M  SURE  THAT 
WE'LL  HEAR  BOTH  SIDES  OF  THE  CARGO  PREFERENCE  STORY.    OUR 
DISCUSSION  SHOULD  BE  LIVELY,  ENERGETIC,  AND  IN  THE  END  I 
HOPE  EDUCATIONAL. 

THANK  YOU  MR.  CHAIRMAN. 


Mr.  Penny.  At  the  table  at  present  is  the  Honorable  Helen  Bent- 
ley,  Member  of  Congress  from  Maryland.  She  is  joined  by  the  Hon- 
orable Bill  Barrett,  Member  of  Congress  from  Nebraska.  We  hope 
shortly  to  welcome  the  Honorable  Charles  Grassley  of  Iowa  and  the 
Honorable  Jim  Nussle  from  Iowa. 

We  will  begin  with  you,  Mrs.  Bentley. 

STATEMENT  OF  HON.  HELEN  DELICH  BENTLEY,  A  REP- 
RESENTATIVE IN  CONGRESS  FROM  THE  STATE  OF  MARY- 
LAND 

Mrs.  Bentley.  I  want  to  thank  you,  Mr.  Chairman,  Mr.  Rose, 
and  also  Mr.  Allard,  the  ranking  Republican,  for  giving  me  this  op- 
portunity to  appear  before  the  subcommittee  to  address  the  useful- 
ness and  efficiency  of  the  U.S.  cargo  preference  program. 

Quite  frankly,  Mr.  Chairman,  if  it  weren't  for  the  cargo  pref- 
erence program,  there  would  be  no  dry  bulk  carriers  flying  Old 
Glory.  It  is  thanks  to  the  wisdom  of  the  U.S.  Congress,  when  in 
1954  it  enacted  the  cargo  preference  provisions  in  the  Merchant 
Marine  Act  of  1936,  that  we  have  a  merchant  marine  today. 

Cargo  preference  is  necessary  to  ensure  that  we  have  a  U.S.-flag 
commercial  fleet  to  carry  cargo  in  times  of  war.  During  Desert 
Storm  we  carried  78  percent  of  all  cargo  to  the  Persian  Gulf. 

Yet,  cargo  preference  requirements  apply  only  to  a  very  small 
percentage  of  U.S.  agricultural  exports.  A  mere  4  percent,  only  4 
percent  of  all  agricultural  exports  are  carried  on  U.S.-flag  ships 
under  cargo  preference,  and  that  only  applies  to  donated  Public 
Law  480  cargo.  To  put  it  another  way,  96  percent  of  all  U.S.  agri- 
cultural exports  are  exempt  from  cargo  preference. 

If  the  agricultural  interests  in  this  country  had  it  their  way, 
there  wouldn't  be  a  merchant  marine.  They  question  our  patriotism 
and  they  refer  to  them  as  the  welfare  queens  of  the  high  seas. 

Well,  if  the  U.S.  merchant  marine  is  the  welfare  queen  of  the 
high  seas,  one  can  only  wonder  what  multinational  agribusinesses 
like  Cargill,  ADM,  Drej^s,  Feruzzi,  Toepfer,  Richco,  Mitsui, 
Mitsubishi  and  many  others  should  be  called  for  stuffing  their 
pockets  with  billions  upon  billions  of  U.S.  taxpayer  dollars. 

This  year  alone  more  than  $17  million  will  be  paid  out  in  agricul- 
tural subsidies.  So  let's  stop  pointing  fingers  and  the  name  calling. 

I  am  not  here  to  apologize  for  the  merchant  marine  or  defend 
cargo  preference.  I  am  here,  Mr.  Chairman,  to  challenge  this  sub- 
committee to  live  up  to  the  spirit  of  the  compromise  reached  in  the 
Food  Security  Act  of  1985,  and  reaffirmed  in  the  1990  farm  bill. 
With  your  leadership,  Mr.  Chairman,  we  can  put  to  rest  these  petty 
charges  so  freely  and  recklessly  thrown  out  like  someone  in  the 
barnyard  spreading  com  to  the  chickens. 

In  1985,  the  American  merchant  marine  gave  up  significant  po- 
tential cargo  in  return  for  stability  in  the  cargo  preference  arena 
with  an  increase  in  the  tonnage  levels  in  Public  Law  480  and  food- 
for-progress  programs.  When  that  deal  was  struck,  in  good  faith,  I 
must  mention,  Mr.  Chairman,  we  believed,  at  least  the  maritime 
interests  believed,  that  these  annual  unwarranted  attacks  by  agri- 
business— and  yes,  by  their  defenders  in  the  Congress — would  stop. 

We  all  know  now  unfortunately  that  that  hasn't  been  the  case. 
The  question  that  I  must  ask  is,  why?  Why  are  these  attacks 


waged  against  cargo  preference?  I  have  heard  the  argument,  more 
food  to  feed  the  hungry,  et  cetera.  Well,  if  anyone  in  this  body  was 
so  concerned  about  the  millions  of  hungry  people  in  this  world,  why 
not  simply  hand  out  the  money  and  allow  them  to  buy  grain,  com, 
and  wheat  on  the  open  market,  where  it  is  cheaper? 

You  have  heard  all  of  this  before.  I  am  not  saying  anything  new 
here  today,  and  neither  is  anyone  else.  The  bottom  line  is  greed, 
five  letters,  g-r-e-e-d,  pure  and  simple.  Seventeen  billion  dollars  is 
not  enough  for  these  sacred  cows  who  feed  at  the  public  trough. 

And,  Mr.  Chairman,  I  want  to  set  the  record  straight.  I  am  not 
talking  about  the  mom  and  pop  farmer,  the  family  farmer,  of  this 
country.  I  am  talking  about  the  companies  I  just  mentioned, 
Feruzzi,  Louis  Dreyfus,  and  numerous  others,  which,  like  those  I 
named,  are  foreign  owned  and  foreign  based. 

I  would  like  to  add  that  they  dodge  a  lot  of  Internal  Revenue 
payouts,  too. 

If  these  firms  want  to  wage  a  war  on  the  U.S.  merchant  marine, 
so  be  it.  But  I  want  to  forewarn  everybody:  Nothing  will  be  spared. 
Everything  will  be  on  the  table  for  close  scrutiny  in  this  cut-the- 
waste,  reform-minded  Congress.  If  you  want  to  save  tax  dollars, 
let's  save  real  dollars. 

Let's  look  into  the  potential  conflict  of  these  entities.  Let's  ask 
about  potential  antitrust  implications  of  grain-trading  companies 
collecting  export  bonuses  from  U.S.  Department  of  Agriculture  for 
shipping  commodities,  many  of  them  subsidized  by  U.S.  taxpayers, 
then  transporting  them  in  ships  which  the  trader  controls  either  by 
lease  or  outright  ownership. 

The  only  step  missed,  as  I  understand  the  theory  of  monopoly, 
is  that  not  one  of  these  traders  has  ever  turned  a  furrow  on  a  trac- 
tor, or  spread  one  seed,  or  harvested  any  crop,  except  greenbacks 
created  by  other  men's  physical  labor. 

I  will  guarantee  you  that  the  amount  of  money  dedicated  to  cargo 
preference  will  look  like  small  potatoes,  and  when  the  already  over- 
taxed, money-strapped  American  worker — who  must  work  two  or 
three  jobs — learns  how  some  of  the  world's  richest  people  are  get- 
ting wealthier  every  day  on  American  agricultural  subsidies — their 
tax  dollars — ^that  this  subcommittee  so  freely  disburses  and  fer- 
vently protects,  there  will  be  a  backlash  heretofore  unseen  in  this 
city. 

Mr.  Chsdrman,  as  I  stated  earlier,  I  am  not  here  to  wage  war, 
but  I  will  not  walk  away  from  one,  either,  nor  am  I  here  to  play 
games. 

As  everyone  knows,  I  have  been  indirectly  associated,  not  finan- 
cially, with  this  country's  maritime  and  trading  industries  for  some 
40  plus  years.  As  a  maritime  reporter,  a  maritime  editor,  a  tele- 
vision producer,  a  syndicated  columnist,  chairman  of  the  Federal 
Maritime  Commission — ^which  agency,  incidentally,  has  nothing  to 
do  with  cargo  preference — a  shipper  of  cargo  in  the  private  sector, 
and  since  coming  to  Congress,  a  member  of  the  Merchant  Marine 
and  Fisheries  Committee. 

My  sources  of  information  about  what  is  happening  in  fishing 
and  trading  extend  not  only  all  over  this  country,  but  throughout 
the  world.  I  can  say  unequivocally  here  this  morning,  gentlemen, 


that  some  bureaucrats  in  the  U.S.  Department  of  Agriculture,  want 
to  put  the  American  merchant  out  of  business. 

And  I  can  also  say  that  the  most  corrupt  international  activity 
in  the  shipping  world  since  the  flood  of  vessels  were  backed  up  in 
Nigeria  in  the  late  1970's  and  early  1980's  is  underway  right  now 
in  connection  with  the  transport  of  grain  to  Russia.  And  the  Rus- 
sians with  their  hands  out  know  that  Americans  cannot  fulfill  their 
demands  of  bribes  without  facing  possible  criminal  charges  under 
the  U.S.  Foreign  Corrupt  Practices  Act. 

Mr.  Chairman,  I  am  here  to  urge  you  and  this  subcommittee  to 
say,  enough  is  enough.  Call  it  burying  the  hatchet  or  whatever  you 
like.  Let's  end  this  endless,  senseless  bickering  between  agriculture 
and  maritime. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mrs.  Bentley  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  Penny.  Thank  you,  Mrs.  Bentley. 

I  would  like  to  proceed  in  the  order  that  the  witnesses  appeared, 
and  with  that  I  c^l  on  Mr.  Barrett  at  this  point. 

STATEMENT  OF  HON.  BILL  BARRETT,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  NEBRASKA 

Mr.  Barrett.  Thank  you.  Chairman  Penny,  Congressman  Allard, 
and  members  of  the  subcommittee.  I  appreciate  you  calling  us  here 
this  morning  to  discuss  current  cargo  preference  requirements  and 
how  we  might  go  about  addressing  the  problem. 

I  come  to  you  today  from  one  of  the  most  rural  congressional  dis- 
tricts, and  at  the  same  time,  one  that  is  as  landlocked  as  any,  but 
we  do  depend  on  cargo  preference  and  the  maritime  industry  to 
ship  our  agricultural  goods.  As  the  No.  1  agricultural  exporting 
State  in  the  country,  we  do  ship  by  sea.  But  my  concern  is  the  cur- 
rent cargo  preference  requirements. 

Is  this  the  best  way  to  hsmdle  the  situation?  We  have  discussed 
this  before  a  subcommittee  of  the  Appropriations  Committee  pre- 
viously. 

You  have  copies  of  my  testimony  and  I  would  ask  that  the  entire 
text  be  submitted  for  the  record,  and  I  will  attempt  to  do  a  little 
summarizing. 

Under  the  present  laws  governing  U.S.  foreign  aid,  we  have  19 
Federal  agencies  that  are  subject  to  cargo  preference.  Present  law 
mandates  100  percent  of  the  Department  of  Defense  cargo,  75  per- 
cent of  food  Slid  cargo,  and  about  50  percent  of  other  Government 
cargo  has  to  be  transported  on  U.S.  ships. 

The  problem,  of  course,  is  the  competitiveness.  I  don't  think  there 
is  any  better  example  than  the  $700  million  agricultural  aid  pack- 
age to  Russia.  Look  at  the  bids  that  were  submitted  to  the  USDA 
by  U.S. -flag  shipping  companies  to  carry  the  donated  grain  to  Rus- 
sia. Those  bids  came  in  at  three  to  five  times  the  rates  that  are 
being  charged  by  foreign-flag  vessels. 

Cargo  preference  was  such  a  problem  in  that  particular  case  that 
the  Russians  even  balked,  and  we  almost  lost  the  entire  package 
and  the  opportunity  to  use  our  stocks  to  help  alleviate  the  food 
shortages  over  in  Russia.  The  agreement  was  reduced  by  $100  mil- 
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lion  because  the  Russians  refused  to  line  the  pockets  of  our  U.S. 
shippers  just  for  the  chance  to  buy  our  grain. 

Well,  the  bottom  line  is,  again  that  the  cargo  preference  isn't 
working.  That  is  why  we  Eire  here.  There  has  to  be  a  better  way 
to  deliver  U.S.  aid  and  still  maintain  a  strong  merchant  marine. 

As  the  subcommittee  is  probably  aware,  the  cargo  preference  re- 
quirements were  established  in  1954,  supposedly  to  ensure  an  ade- 
quate and  viable  merchant  marine  fleet  and  to  maintain  them  in 
the  interests  of  national  security.  However,  38  years  ago,  before 
cargo  preference,  we  had  a  much  Isirger  fleet  of  merchant  ships 
than  we  do  today.  We  had  about  3,255  vessels  at  that  time,  of 
which  590  were  actively  involved  in  foreign  trade.  Today,  the  active 
fleet  has  dropped  to  385,  of  which  181  are  tankers  and  only  22  of 
them  are  dry  bulk  carriers. 

Most  of  our  agricultural  commodities  have  to  be  shipped  on  dry 
bulk  carriers.  In  1992,  80  percent  of  our  agricultural  exports  were 
sold  without  Grovemment  assistance.  That  means,  of  course,  20  per- 
cent of  our  exports  that  went  overseas  on  the  Federal  assistance 
program  therefore  are  subject  to  cargo  preference.  With  only  22 
ships  operating  under  the  American  flag,  this  small  amount  of 
ships  has  about  20  percent  of  the  market  under  cargo  preference. 

They  are  being  subsidized  as  well.  And  as  the  gentlelady  from 
Maryland  has  suggested,  one  Senator,  of  course,  has  referred  to 
them  as  the  welfare  queens  of  the  sea. 

The  subcommittee  is  familiar  with  the  money  that  we  are  talking 
about,  certainly.  Total  tonnage  of  preference  cargo  moved  on  U.S.- 
flag  ships  is  second  only  to  the  Department  of  Defense,  which 
makes  up  about  50  percent. 

I  hope  that  you  are  familiar  with  what  has  happened  in  terms 
of  the  agricultural  interests  in  arguing  for  a  sound  and  viable  do- 
mestically owned  and  operated  shipping  industry  that  can  compete. 
Recent  events,  in  spite  of  what  has  been  said  earlier,  in  Desert 
Shield  and  Desert  Storm,  I  think,  have  proved  some  things  to  be 
very  wrong. 

I  think  that  our  subsidized  industry  and  our  merchant  marine 
was  able  to  provide  6  aging  ships  to  the  armada  of  460  that  carried 
military  personnel  and  hardware  over  to  the  war  zone.  My  informa- 
tion indicates  that  they  provided  only  six  aging  ships. 

Mrs.  BE^^^LEY.  They  carried  78  percent  of  the  cargo. 

Mr.  Barrett.  We  will  discuss  it  later. 

I  would  prefer,  Mr.  Chairman,  to  see  cargo  preference  require- 
ments eliminated  altogether.  But  I  am  a  pragmatist,  a  realist.  It 
is  not  going  to  happen,  now,  with  this  Congress  or  with  this 
present  administration.  But  I  do  believe  that  there  is  a  lot  of  waste 
that  could  be  trimmed,  and  perhaps  taking  another  look  at  the  cri- 
teria for  fair  and  reasonable  rates. 

As  has  been  illustrated,  current  law  and  current  regulations  are 
not  sufficient.  Either  that,  or  let's  allow  a  farmer  to  set  a  fair  and 
reasonable  price  for  his  grain. 

Finally,  I  think,  Mr.  Chairman,  let  me  suggest  to  you  that  we — 
someone  had  mentioned  creating  the  lump-sum  subsidy  approach 
as  suggested  for  liner  vessels,  about  $2.5  million  per  ship,  for  the 
present  dry  bulk  carriers  in  the  fleet.  Farmers  have  a  $50,000  pay- 


ment  limitation.  Maybe  we  ought  to  consider  giving  shippers  that 
same  limitation. 

There  are  certainly  other  approaches,  Mr.  Chairman,  and  again, 
it  is  all  in  my  testimony,  from  which  I  assume  you  are  scanning 
at  the  present  time.  There  are  possible  solutions  that  have  not 
been  discussed,  but  will  be  at  a  later  time.  I  don't  have  a  perfect 
answer  to  the  problem.  But  I  do  know  that  the  problem  needs  to 
be  addressed,  and  that  is,  again,  why  we  are  here. 

We  may  not  agree  on  specific  solutions,  but  I  believe  we  all  agree 
that  under  the  current  situation,  cargo  preference  has  not  helped 
the  Maritime  Administration  and  it  has  in  fact  handicapped  agri- 
cultural exports.  This  hearing  hopefully  is  an  indication  that  you 
agree,  and  we  can  move  forward  on  that  issue. 

Thank  you  again  for  the  opportunity. 

[The  prepared  statement  of  Mr.  Barrett  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Penny.  Thank  you,  Mr.  Barrett. 

Mr.  Nussle. 

Mr.  Nussle.  Mr.  Chairman,  I  defer  to  my  senior  Senator  from 
Iowa,  Mr.  Grassley. 

Mr.  Penny.  I  thought  you  might. 

Mr.  Grassley,  welcome  to  the  subcommittee. 

STATEMENT  OF  HON.  CHARLES  E.  GRASSLEY,  A  U.S.  SENATOR 
IN  CONGRESS  FROM  THE  STATE  OF  IOWA 

Senator  Grassley.  I  am  shocked  that  a  Congressman  would  do 
that,  but  happily  surprised. 

Chairman  Penny,  members  of  the  subcommittee,  Congressman 
Nussle,  Congresswoman  Bentley,  Congressman  Barrett,  for  the 
subcommittee  holding  this  hearing,  I  applaud  your  investigation 
into  what  I  consider  a  hidden  back-door  subsidy  that  latches  like 
a  parasite  onto  the  lifeblood  of  a  lot  of  other  Federal  programs. 

I  want  to  say  up  front  that  I  won't  be  able  to  be  with  you  very 
long.  I  hope  that  doesn't  mean  I  make  a  statement  and  run,  be- 
cause I  did  sit  1  hour  before  another  subcommittee  of  the  House 
a  month  ago  with  Mrs.  Bentley  and  others  in  an  effort  to  have  dia- 
log on  this,  but  we  do  have  the  Senate  Finance  Committee  meeting 
after  the  Democrat  majority  came  up  with  their  compromise  last 
night,  and  that  starts  at  10  o'clock. 

I  also  want  to  say  up  front  that  I  am  very  happy  to  sit  down  with 
anybody  who  thinks  that  we  need  a  cargo  preference  or  a  subsidy 
for  our  maritime  industry.  If  it  can  be  defended  on  national  secu- 
rity purposes,  and  it  probably  can  be,  we  can  write  a  program  that 
will  work.  The  program  of  the  last  45  years  has  not  worked,  not 
only  by  the  statistics  that  Congressman  Barrett  has  given,  but  by 
a  lot  of  other  measures.  So  a  program  that  hasn't  worked  should 
either  be  rewritten  or  ditched. 

But  at  the  very  least,  by  redoing  the  program,  the  subsidy  should 
be  above  board  and  it  should  be  appropriated  annually,  and  it  obvi- 
ously ought  to  meet  our  national  security  needs,  because  that  is  the 
basis  for  it. 

Cargo  preference  hinders  all  agencies.  So  it  is  not  simply  an  agri- 
cultural versus  maritime  issue.  The  Defense  Department  is  hit 
hardest  by  this  legalized  gouging  of  taxpayers'  money. 
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During  the  Persian  Gulf  effort  U.S.  News  called  it  unpatriotic 
profits  when  U.S.-flags  demanded  $70,000  to  ship  war  material 
that  could  have  been  shipped  for  $6,000.  That  is  a  quote,  quoting 
DOD  people. 

It  undermines  our  efforts  to  expeind  our  farm  markets.  It  jeop- 
ardizes our  foreign  policy,  as  recently  demonstrated  by  the  Russian 
assistance  package.  But  most  shameful  is  the  fact  that  cargo  pref- 
erence literally  snatches  food  from  the  jaws  of  the  starving  over- 
seas. The  Journal  of  Commerce  reported  that  last  year  we  spent 
$488  million  in  transportation  and  handling  to  ship  $447  million 
of  food  to  Africa. 

In  1985,  the  Philadelphia  Inquirer  reported  that  as  world  ship- 
ping costs  declined,  U.S.-flags  increased  their  fees  to  carry  emer- 
gency famine-relief  cargo  by  $6  million,  enough  money  to  feed 
170,000  starving  people  in  Africa  for  1  year. 

Maritime  subsidies  have  been  justified  in  the  name  of  national 
defense,  and  maintaining  our  foreign  commerce.  The  dramatic  de- 
cline of  the  U.S. -flag  merchant  marines  during  the  last  few  dec- 
ades, while  our  foreign  commerce  has  exploded,  long  ago  exposed 
the  myth  of  foreign  commerce  justification. 

In  1950,  America's  merchant  marine  consisted  of  1,050  vessels 
and  56,629  billets.  Today,  there  are  only  about  360  vessels  and 
10,000  billets.  Yet  during  this  same  period,  our  foreign  trade  sky- 
rocketed from  117  million  metric  tons  in  1950  to  641  metric  tons 
in  1985. 

So  the  U.S.  merchant  marine  ceJIs  itself  the  fourth  arm  of  the 
national  defense.  This  too  is  a  m3^h,  a  very  costly  one.  Certainly, 
we  need  sealift  vessels  and  crews  for  national  defense  purposes. 
But  we  don't  need  cargo  preference  at  the  cost  of  $250,000  per  bil- 
let. 

It  is  a  little  like  the  $400  hammers  and  $1,800  toilet  seats.  The 
Defense  Department  may  need  toilet  seats,  but  not  at  that  price. 

The  question  for  the  Defense  Department  is,  are  there  less  costly, 
more  effective  ways  of  securing  sealift?  Some  of  the  savings  from 
eliminating  cargo  preference  could  go  to  building  truly  "military 
useful"  vessels.  And  there  is  not  a  maritime  billet  that  cannot  be 
handled  by  regular  Navy  personnel  at  a  fraction  of  the  cost. 

The  average  cost  of  a  regular  military  billet,  through  the  rank  of 
captain,  cost  U.S.  taxpayers  around  $32,000  per  billet  last  year.  A 
reservist  billet  costs  one-sixth  that  amount,  but  cargo  preference 
costs  us  $250,000  per  billet.  That  estimate  derived  by  dividing  the 
2,024  billets  supported  by  cargo  preference  into  the  $500  million 
0MB  reports  that  the  program  costs  us  each  year. 

The  former  military  sealift  commander.  Vice  Adm.  Carroll, 
warned  one  reason  for  the  decline  of  the  U.S.  merchant  marine  is, 
"U.S.  crew  costs  are  as  much  as  three  times  higher  than  those  of 
countries  with  comparable  standards  of  living  such  as  Norway."  It 
did  not  make  sense  to  him  to  pay  over  $300,000  per  billet  for  the 
merchant  captain's  billet,  when  the  Navy's  captain's  billet  cost 
around  $70,000  per  year. 

You  should  note  also  that  another  2,300  billets  are  supported  by 
the  operating  differential  subsidies,  which  amounts  to  over 
$100,000  per  billet.  ODS  is  based  upon  a  formula  to  put  U.S.-flags 
on  a  level  playing  field  with  foreign  competition. 
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If  $100,000  per  billet  puts  U.S.-flags  on  an  even  playing  field, 
why  do  we  have  to  subsidize  U.S.-flags  to  the  tune  of  $250,000  per 
billet  through  cargo  preference? 

But  it  gets  worse.  The  remaining  5,000  ocean-going  billets  are 
supported  by  the  Jones  Act.  The  International  Trade  Commission 
reported  the  Jones  Act  costs  U.S.  business  and  consumers  over  $10 
billion  per  year.  That  equals  $2  million  per  billet  while  it  destroys 
thousands  of  jobs  in  agriculture,  forestry,  and  mining. 

So  when  the  day  comes  that  we  need  the  U.S.  merchant  marines, 
what  happens?  While  our  reservists  have  no  choice  but  to  leave 
their  jobs  and  families  behind  to  defend  U.S.  interests,  U.S.-flag 
seafarers  and  companies  can,  and  some  do,  say  to  Uncle  Sam, 
"Thanks,  but  no  thanks."  After  years  of  subsidies  they  can  simply 
say  no. 

The  differences  don't  stop  there.  If  seafarers  happen  to  serve  in 
a  war  zone,  they  are  entitled  to  a  war  bonus  of  100  percent  base 
pay.  MARAD  reported  to  me  that  one  seafarer  pocketed  $15,700  in 
war  bonuses  over  2  months.  Had  the  ship  actually  come  under  at- 
tack, the  seafarer  could  have  collected  up  to  another  $600  per  day. 

Our  regular  military  and  reservists  serving  in  the  war  zone, 
dodging  real  bullets,  will  get  at  most  a  war  bonus  of  $150  per 
month. 

I  am  not  questioning  the  patriotism  of  our  U.S.  merchant  ma- 
rines. I  just  think  we  can't  afford  it.  They  get  annoyed  when  I  ac- 
cuse them  of  being  the  welfare  queens  of  the  high  seas,  plundering 
the  American  taxpayers  with  legalized  piracy.  Perhaps  that  might 
be  too  harsh.  Perhaps  we  should  simply  call  them  the  U.S.  merce- 
nary marines. 

Mr.  Chairman,  there  are  several  reforms  that  are  necessary. 
First,  if  our  objective  is  to  provide  U.S.-flags  a  reasonable  subsidy, 
it  should  be  an  above-the-board  direct  subsidy.  It  is  worth  noting 
that  Congresswoman  Bentley  recently  testified  that  she  did  not 
care  how  maritime  gets  its  subsidy,  as  long  as  it  gets  it. 

So  I  will  be  glad  to  sit  down  and  work  out  some  other  approach 
that  is  very  much  above  board  and  accomplishes  our  national  secu- 
rity goals. 

If  instead  cargo  preference  is  continued,  eligibility  must  be  con- 
tingent upon  a  U.S.-flag  submitting  a  world  competitive  bid.  It 
would  be  like  the  right  of  first  refusal. 

They  cry  that  they  don't  want  to  live  on  Third  World  wages.  I 
agree  very  much.  But  if  they  want  to  be  called  the  fourth  arm  of 
the  national  defense,  then  of  course  it  has  to  be  priced  accordingly. 

Therefore,  perhaps  we  could  accommodate  them  with  a  subsidy 
equivalent  to  a  military  billet  or  simply  set  up  a  maritime  reservist 
program  supporting  U.S.  seafarers  but  also  assure  that  they  will 
serve  when  needed. 

Mr.  Chairman,  before  closing,  I  want  to  put  to  rest  some  non- 
sense promoted  by  the  U.S.  merchant  marine  supporters.  They  at- 
tempt to  defend  cargo  preference  by  pointing  out  that  farmers  get 
subsidies.  Can  you  imagine  defense  contractors  attempting  to  jus- 
tify spending  $1,800  for  toilet  seats  simply  because  farmers  get 
subsidies? 
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Second,  unlike  cargo  preference,  farm  program  subsidies  are 
above  board  and  scrutinized  virtually  every  year  during  the  budget 
process  and  with  each  farm  bill  reauthorization. 

And  this  year,  there  is  $3  billion  in  the  reconciliation  coming  out 
of  these  programs — $3  billion. 

When  is  the  last  time  the  Maritime  Committee  has  reported 
cargo  preference  reauthorization  for  congressional  scrutiny? 

Moreover,  had  it  not  been  for  my  request  to  OMB  to  require  each 
and  every  agency  to  keep  track  and  report,  the  real  cost  of  cargo 
preference  would  never  have  been  known  with  any  certainty. 

And  finally,  the  farmers  I  represent  rightly  believe  that  they  are 
the  most  productive,  efficient  farmers  in  the  world.  That  is  why 
farmers  insist  that  farm  subsidies  be  placed  on  the  GATT 
negotiationg  block,  in  order  to  fight  unfair  foreign  subsidies. 

The  U.S.  merchant  marine  like  to  cry  about  unfair  subsidies,  but 
then  they  turn  around  and  insist  their  lucrative  subsidies  be  kept 
out  of  the  GATT  negotiations. 

Mr.  Chairman,  again,  I  commend  you  for  your  efforts,  and  be  as- 
sured that  you  have  committed  allies  in  the  Senate.  Too  bad  we 
don't  have  a  majority  yet,  but  we  are  in  the  process  of  getting  there 
as  we  continue  to  talk  about  it. 

[The  prepared  statement  of  Senator  Grassley  appears  at  the  con- 
clusion of  the  hearing.] 

Mr.  Penny.  Thank  you.  Senator  Grassley.  Do  you  have  a  few 
minutes  to  remain  and  take  some  questions  from  the  subcommittee 
panel  here? 

Senator  Grassley.  If  they  would  do  it  right  now,  yes. 

Mr.  Penny.  If  Mr.  Nussle  will  allow,  we  will  then  proceed  to  ac- 
commodate your  time  constraints  and  allow  questions  of  Senator 
Grassley. 

You  mentioned  in  your  testimony — I  do  want  to  provide  for  two 
other  members  to  ask  questions — ^but  you  mentioned  in  your  testi- 
mony that  comparative  with  Norway,  could  you  elaborate  there?  I 
understand  Norway's  wage  rates  are  comparable  to  U.S.  wage 
rates.  So  what  accounts  for  the  different  signal  terms  of  shipping 
costs? 

Senator  Grassley.  The  differential  would  be  the  extent  to  which 
the  Government  of  Norway  is  not  involved  in  the  program  to  the 
extent  to  which  we  are. 

Mr.  Penny.  And  that  is — so  the  cost  simply  relates  to  the  fact 
that  a  subsidy  is  available,  is  that  what  you  are  sajdng? 

Senator  Grassley.  Yes. 

Mr.  Penny.  The  wage  rates  are  comparable  to  American  wage 
rates? 

Senator  Grassley.  Our  costs  are  higher  because  of  the  subsidy, 
and  because  of  more  people  being  involved  in  our  process  than  in 
their  process. 

Mr.  Penny.  Helen,  maybe  just  a  quick  reaction  to  that,  and  then 
I  want  to  allow  some  other  members  to  ask  questions  of  the  Sen- 
ator. 

Mrs.  Bentley.  One  of  the  differences  is  our  Coast  Guard  require- 
ments on  the  msinning  of  our  ships,  and  that  is  a  U.S.  law  which 
requires  more  personnel  on  ships  than  the  Norwegizui  ships  re- 
quire, A. 
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B,  the  Norwegians  have  a  very  fast  tax  write-off.  They  can  write 
their  ships  off  in  1  year  to  3  years,  Big  differences! 

Mr.  Penny.  So  those  are — who  do  we  turn  to?  Is  the  GAO  or 
somebody  done  a  comparative  on  those  costs?  Could  we  get  that 
provided  to  the  subcommittee? 

Mrs.  Bentley.  The  Maritime  Administration  should  have  all 
that. 

Mr.  Barrett.  USDA  as  well. 

Mr.  Penny.  Mr.  Rose. 

Mr.  Rose.  Grentlemen  and  lady,  thank  you  all  for  being  here. 

Senator  Grassley,  we  appreciate  all  the  hard  work  you  do  in  the 
Senate  for  agriculture,  and  even  for  those  programs  we  have  down 
South  that  we  have  to  run  at  no  subsidy,  like  peanuts  and  tobacco. 
If  anybody  thinks  there  is  a  subsidy  in  them,  I  would  be  happy  to 
talk  to  them. 

But  this  is  Gucci  Gulch,  Senator.  I  thought  that  was  downstairs 
in  the  Ways  and  Means  Committee.  But  the  guiding  force 

Senator  Grassley.  I  will  be  going  through  Gucci  Gulch  in  5  min- 
utes over  in  the  Dirksen. 

Mr.  Rose.  I  understand.  I  will  be  brief.  I  just  think  the  fact  that 
the  Russians  are  probably,  if  not  already  defaulting  on  the  billions 
of  GSM- 102,  103  loans  that  we  have  made  to  them,  now,  I  know 
all  of  you  from  the  Farm  Belt  want  to  sell  your  products,  and  you 
know  as  I  know  there  is  a  subsidy  on  the  crops  that  are  mainly 
grown  in  your  States.  We  don't  get  that  kind  of  attention  in  other 
parts  of  agriculture.  You  have  subsidy  in  your  States  where  it  is 
grown. 

We  face  tremendous  possibility  of  default  and  losing  billions  of 
dollars  on  the  GSM- 102,  103  program.  Is  this  some  kind  of  diver- 
sion attempt  to  get  people's  minds  off  of  that  and  make  the  farmers 
think  that  the  real  problem  is  the  subsidy,  if  it  is  a  subsidy,  to  the 
maritime  industry  to  help  keep  it  alive?  It  seems  a  little  out  of  pro- 
portion here. 

Senator  Grassley.  I  would  answer  your  question.  Congressman 
Rose,  this  way.  I  cannot — I  don't  want  to  say — and  I  have  made  it 
clear,  I  think,  in  the  opening  of  my  remarks  that  there  might  be 
a  national  security  reason  for  cargo  preference.  And  so  let's  make 
it  work  and  put  it  up-front.  And  if  you  want  to  make  an  argument 
on  the  same  parallel  that  maybe  we  are  fudging  a  little  bit  by  hav- 
ing GSM  that  won't  be  paid  back  and  that  that  is  a  subsidy  and 
the  appropriation  ought  to  be  up-front  for  aid  to  Russia,  I  can't 
deny  that. 

The  only  problem  is  the  idea  was  to  get  aid  to  Russia  very  quick- 
ly. And  under  Gramm-Rudman  and  the  1990  budget  agreement 
and  all  the  offsets  that  were  necessary,  it  wasn't  possible  to  get  a 
bill  through  to  get  it  done  to  help  President  Yeltsin  bring  about 
change  in  his  country  so  we  could  spend  half  of  the  defense  budget 
we  used  to  spend  for  the  defense  of  Europe,  not  have  to  spend  it 
anymore.  So  we  used  GSM  to  get  it  through  quickly,  not  just  for 
the  benefit  of  agriculture. 

There  are  not  a  lot  of  farmers  out  there  that  care  about  reform 
in  Russia.  It  is  people  here  in  Washington,  the  State  Department 
and  think  tanks  around  town  that  are  trying  to  educate  the  Amer- 
ican people  about  the  reform  that  must  go  on  in  the  Soviet  Union 
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so  we  spend  less  on  defense,  so  we  can  spend  more  on  social  pro- 
grams or  get  the  deficit  down,  or  if  you  want  a  subsidy  that  is 
going  to  work  in  cargo  preference  that  will  produce  1,000  ships  like 
we  had  40  years  ago,  then  let's  get  to  it  and  use  the  money  we  are 
saving  in  Russia.  But  let's  do  it  in  a  program  that  works. 

Mr.  Rose.  Well,  thank  you.  I  know  you  have  to  go.  Thank  you, 
Mr.  Chairman,  for  letting  me  ask. 

Mr.  PEN>fY.  Thank  you,  Mr.  Rose. 

We  have  two  other  members  that  would  like  to  ask  questions  of 
Senator  Grassley  before  he  leaves. 

Mr.  Allard. 

Mr.  Allard.  Thank  you,  Senator  Grassley,  for  being  here  this 
morning.  I  know  you  are  a  very  busy  individual. 

I  just  have  one  question.  What  do  you  see  happening  as  far  as 
grain  imports? 

I  see  a  dwindling  of  stocks  as  far  as  grain  exports  are  concerned. 
I  see  sort  of  a  contraction  and  wonder  if  we  are  maybe  perhaps 
going  to  see  less  exports  and  see  what  is  going  to  happen  with  Aus- 
tralia, for  example,  Canada,  a  lot  of  our  competitors. 

What  do  you  think  might  happen  with  these  hidden  subsidies  for 
the  maritime  union  if  we  lose  those  exports? 

Senator  Grassley.  I  am  afraid  that  they  will  probably  go  down 
from  the  standpoint  of  less  being  shipped  there,  but  the  business 
is  going  to  go  down,  the  subsidy  will  remain. 

I  think  the  bottom  line  of  it  is  that  you  are  really  talking  about 
two  separate  problems:  First,  what  do  you  do  about  cargo  pref- 
erence, to  make  it  the  subsidy  for  the  maritime  industry  to  have 
a  wise  policy?  And  then,  second,  what  do  you  do  about  agricultural 
exports? 

And  to  me,  we  have  talked  about  the  former.  The  latter  is  di- 
rectly related  to  what  we  do  if  there  is  going  to  be  subsidy  around 
the  world  to  promote  our  product  to  a  greater  extent  than  we  have 
in  the  past,  particularly  value  added,  and  second  the  extent  to 
which  we  have  either  success  or  not  success  at  the  GATT  table. 

Mr.  Allard.  Do  you  see  the  Senate  or  the  House — if  you  drop 
revenues  to  the  maritime  industry,  do  you  see  the  Senate  and  the 
House  packing  up  that  reduction  in  revenues  through  more  appro- 
priation because  they  see  a  greater  national  interest  out  here 
which  is  our  defense,  and  the  maritime  union — the  maritime  indus- 
try would  be  a  part  of  that? 

Senator  Grassley.  I  think  that  what  has — there  just  hasn't — 
first  of  all,  I  don't  think  Congress  is  going  to  give  the  attention  to 
the  maritime  problems  and  the  problems  as  they  relate  to  national 
security  the  way  we  should.  That  is  why  this  hasn't  been  reviewed 
before  now  and  the  industry  strengthened. 

So  until  there  is  some  sort  of  international  crisis  out  there  and 
we  fmd  out  that  we  don't  meet  our  needs,  then  cargo  preferences 
aren't  going  to  be  reviewed  in  any  great  extent  and  just  willy-nilly 
Congress  is  going  to  go  on  the  way  to  less  defense  expenditures, 
and  that  maybe  proportionally  impacts  on  cargo  preference  is  about 
the  only  way  it  is  going  to  happen,  but  not  very  well  thought  out, 
frankly. 

And  that  is  what  I  am  arguing  for,  that  we  ought  to  stop  and 
look  at  this  program  and  see  what  we  can  do  to  put  together  a  pro- 
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gram  that  meets  the  goal  that  was  there  40  years  ago,  enhancing 
our  national  security  interests  as  opposed  to  the  very  small  per- 
centage of  materiel  that  was  shipped  to  the  Persian  Gulf  2  years 
ago. 

Mr.  Allard.  And  your  point,  and  I  agree  with  that,  is  if  there 
is  a  national  interest,  we  ought  to  have  that  reflected  in  our  de- 
fense budget  directly? 

Senator  Grassley.  Yes. 

Mr.  Allard.  Thank  you. 

Mr.  Penny.  Mr.  Barlow. 

Mr.  Barlow.  Thank  you. 

Senator,  I  am  sure  you  are  aware  of  the  sacrifices  of  the  mer- 
chant marine,  the  men  and  women  in  World  War  II,  the  tens  of 
thousands  of  lives  that  were  lost  on  the  high  seas. 

Senator  Grassley.  Yes. 

Mr.  Barlow.  Having  people  on  ships  that  are  poking  along  at  8 
to  10  miles  an  hour  going  through  the  Strait  of  Hormuz  in  broad 
daylight  being  under  threat  of  rocket  attack,  you  are  appreciative 
of  that? 

Senator  Grassley.  Yes. 

Mr.  Barlow.  Don't  you  think  that  having  cargo  preference  ves- 
sels available  helps  our  shippers  bargain,  especially  in  sparse  mar- 
kets, to  get  lower  rates  and  thus  helps  our  private  grain  shippers? 

Senator  Grassley.  Obviously. 

The  point  is,  at  what  cost?  If  it  is  at  a  cost  that  is  legitimate, 
if  it  serves  the  national  security  interests,  I  think  you  can  see  when 
our  number  of  ships  go  down  over  a  period  of  40  years,  and  such 
a  small  percentage  being  able  to  be  transported  in  time  of  great 
need  at  the  Persian  Gulf  war,  that  obviously  it  doesn't  serve  that 
need. 

So  I  would  argue  with  you,  not  the  legitimacy  of  cargo  pref- 
erence, but  we  need  a  program  revised  that  will  work. 

Mr.  Barlow.  For  defense  purposes,  don't  you  think  we  are  get- 
ting a  better  deal  with  cargo  preference  keeping  the  U.S.  maritime 
fleet  up  and  operating  than  if  these  vessels  were  totally  Depart- 
ment of  Defense  at  all  times? 

Senator  Grassley.  I  don't  believe  so,  but  I  am  not  prepared  to 
speak  to  length  on  that.  But  I  believe  that  I  could  give  some  sup- 
porting evidence  of  that.  But  no,  I  would  have  to  say  no  to  your 
question,  from  two  standpoints. 

The  main  point  is  having  the  ships  available,  and  the  number  of 
ships  that  were  not  available  for  the  more  modern  equipment,  up- 
dated equipment  that  had  to  be  shipped,  inability  to  fit  in,  and 
things  like  that  that  I  think  you  will  see  from  a  national  security 
purpose,  our  present  setup  isn't  working  well.  It  is  not  just  quan- 
tity but  ships  that  are  built  to  accomplish  certain  goals,  with  our 
equipment  now,  that  weren't  the  same  in  1940. 

Mr.  Barlow.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Penny.  And  we  thank  you.  Senator  Grassley.  I  know  you 
have  another  commitment.  We  appreciate  your  appearance  this 
morning. 

With  that,  we  will  move  on  to  our  colleague  from  Iowa,  Mr. 
Nussle.  Welcome,  Jim. 
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STATEMENT  OF  HON.  JIM  NUSSLE,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  IOWA 

Mr.  NussLE.  Thank  you,  Tim. 

I  want  to  tell  you  how  appalled  I  am  at  how  unbalanced  this 
hearing  is.  Mrs.  Bentley  can  take  on  at  least  six  of  us,  and  having 
three  of  us  here,  now  only  two,  I  have  sat  next  to  her  during  like 
hearings  and  I  usually  get  a  sore  leg  by  the  time  it  is  done.  But 
I  want  to  thank  you  for  calling  this  hearing  today  to  examine  the 
effect  of  cargo  preference  laws  on  agricultural  programs. 

Most  of  us  are  veterans  to  this  debate  over  cargo  preference. 
However,  what  happened  this  spring  after  the  President  announced 
the  aid  package  to  Russia,  illustrates,  I  think,  why  the  debate  con- 
tinues. 

The  reality  of  cargo  preference  hit  home  in  April  when  the  Presi- 
dent announced  a  $700  million  agricultural  aid  package  offered  by 
the  United  States  to  Russia  under  USDA's  food  for  peace  program. 
Reality  meant  that  American  shippers  bid  as  high  as  $102  to  $138 
per  ton  while  their  foreign  counterparts  were  charging  only  be- 
tween $25  and  $35  per  ton. 

These  excessive  bids  were  rejected  by  USDA,  and  the  bidding 
process  was  reopened,  quite  properly.  But  ultimately  USDA  final- 
ized at  a  rate  of  $75  a  ton,  again,  in  comparison  between  $25  and 
$35  from  foreign  counterparts. 

The  U.S.  taxpayers  spent  $200  million  on  transportation  costs, 
and  quite  frankly  this  is  an  example  of  the  U.S.  shippers'  abuse  of 
their  monopoly  status,  and  I  think  it  is  outrageous. 

What  does  this  recent  example  represent?  Well,  it  means  our 
cargo  preference  policy  does  not  work.  Cargo  preference  hasn't 
helped  the  American  farmer,  that  is  obvious.  It  may  be  a  real 
blight,  I  think,  for  the  American  taxpayer.  And  I  don't  think  it 
salvages  the  American  maritime  industry.  It  pits  American  farmers 
against  American  shippers.  As  you  have  seen  today  during  the  ar- 
guments, no  side  is  the  winner. 

Why  does  this  policy  exist?  We  know  that  the  policy  and  what 
it  does  to  American  farmers,  the  arguments  made  today  are  very 
numerous  and  familiar  to  all  of  us.  Simply  put,  higher  transpor- 
tation costs  on  U.S. -flag  ships  means  less  American  commodities 
that  can  be  shipped  overseas. 

The  fact  that  fewer  commodities  are  shipped  can  translate  obvi- 
ously into  static  farm  prices  and  subsequently  higher  deficiency 
pa5mients  paid  to  producers  by  the  Federal  Government.  But  just 
as  importantly  we  have  to  ask  the  question  of,  why  our  cargo  pref- 
erence policy  still  exists  when  the  policy  has  failed  to  proceed  for 
the  timely  and  efficient  delivery  of  goods  and  has  failed  to  rescue 
the  maritime  industry? 

First,  with  regard  to  the  delivery  of  products,  the  American  ship- 
ping industry  does  not  even  have  enough  bulk  carriers  to  move 
large  amounts  of  food,  such  as  what  the  Russian  aid  package  an- 
nounced in  April  requires. 

This  means  that  U.S.  tankers  must  be  used  instead,  which  is  an 
ineffective  way  to  transport  food  and  results  in  a  lower  quality  of 
grain  delivery. 

Now,  I  know  Congresswoman  Bentley  is  going  to  accuse  me  of 
spreading  com  to  chickens,  but  I  think  the  facts  are  very  clear. 
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Bulk  carriers,  speaking  of  com,  are  designed  to  transport  prod- 
ucts such  as  com  whereas  tankers  traditionally  export  liquid  prod- 
ucts such  as  petroleum.  That  means  that  when  a  tanker  transports 
bulk  products  such  as  grain,  different  loading  and  unloading  equip- 
ment is  required.  It  has  been  estimated  that  an  elevator  requiring 
to  load  a  commodity  into  a  tanker  can  often  only  operate  at  about 
50  percent  of  capacity  when  loading  the  tanker. 

Loading  the  tanker  also  raises  another  serious  issue  about  the 
product  delivered.  Using  com,  again,  as  the  example,  more  break- 
age results  when  the  com  is  loaded  into  the  tanker  because  of  the 
contact  between  the  kernel  and  metal  surfaces.  Grain  breakage  can 
also  result  in  a  commodity  when  it  is  unloaded  because  of  the  cer- 
tain t3rpe  of  equipment  that  is  used,  again,  in  that  instance,  this 
huge  vacuum,  as  I  understand  it. 

Moreover,  our  cargo  preference  has  failed  to  save  the  maritime 
industry  as  we  have  been  discussing  here  this  morning,  and  makes 
American  shippers  more  competitive.  It  has  been  estimated  that 
less  than  5  percent  of  U.S.  trade,  including  both  exports  and  im- 
ports, are  carried  on  U.S. -flag  vessels. 

I  might  add  also  that  the  American  shipping  industry  has 
changed  dramatically  since  the  enactment  of  the  Merchant  Marine 
Act  of  1936,  which  embodies  our  maritime  policy  in  the  Cargo  Pref- 
erence Act  of  1954.  While  the  U.S.-flag  fleet  industry  flourished 
during  World  War  II,  today  they  transport  at  most  5  percent  of  our 
foreign  commerce.  This  indicates  that  U.S.-flag  carriers  are  not  cur- 
rently competitive. 

While  I  am  a  supporter  of  American  products  and  of  course 
American  transportation,  I  can't  support  piggybacking  excessive 
shipping  subsidies  on  American  food  aid  programs.  It  is  going  to 
take  much  more  than  a  cargo  preference  policy,  I  believe,  to  revital- 
ize our  maritime  industry.  And  we  should  sit  down  together  and 
discuss  the  goals  of  that  industry  and  what  we  can  actually  do  to 
support  it,  other  than  continuing  with  subsidies. 

In  short,  cargo  preference  is  an  ineffective  Government  program 
for  Americans,  given  the  skjrrocketing  Federal  budget  deficit  and 
the  need  to  streamline  Grovemment  programs.  I  am  confident  this 
hearing  and  other  hearings  will  let  us  reexamine  why  we  have 
such  a  policy,  but  more  important,  determine  what  policy,  other 
than  cargo  preference,  can  actually  be  more  beneficial  to  American 
shippers,  and  in  like  time,  to  American  farmers  and  also  hopefully 
to  American  taxpayers. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Nussle  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Penny.  Thank  you.  I  want  to  start  with  a  question  for  each 
of  you,  and  that  is  your  willingness  to  support  a  subsidy  from  some 
other  source.  We  will  set  aside  what  that  subsidy  ought  to  be. 

Mr.  Nussle,  are  you  willing  to  acknowledge — are  you  suggesting 
that  if  we  pay  a  subsidy,  that  your  preference  would  be  that  it  be 
paid  out  of  some  other  account  and  not  the  Department  of  Agri- 
culture? 

Mr.  Nussle.  If  the  maritime  industry  persists  in  claiming,  and 
I  think  quite  possibly  so,  that  it  is  in  our  national  defense  interest 
that  the  industry  be  maintained  and  be  supported,  then  I  think  the 
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hearings  quite  properly  need  to  be  held  under  our  defense  jurisdic- 
tion. And  we  need  to  discuss  it  as  a  national  defense-t5T)e  program. 

But  when  it  is  added,  in  this  instance,  to  costs  of  transporting 
our  raw  materials  and  our  bulk  products,  we  won't,  I  think,  be  up- 
front with  Congress  or  the  American  taxpayers  in  explaining  the 
priority  of  this  program. 

I  think  we  do  need  to  have  hearings  on  this  in  the  national  de- 
fense arena  to  discuss  why  the  maritime  industry  still  persists  in 
having  cargo  preference  for  this  purpose  as  a  way  to  prop  them  up. 
If  it  is  necessary,  then  that  is  where  the  subsidy  should  be  main- 
tained, and  we  can  have  that  debate  there. 

But  in  the  meantime,  to  suggest  that  it  should  maintain  here  as 
a  way  that  hurts  our  raw  materials  and  bulk  products  and  our  abil- 
ity to  sell  more  of  them  overseas,  I  think  that  is  a  cruel  hoax  that 
we  should  not  be  playing  on  the  American  people,  and  for  that  mat- 
ter, on  the  rest  of  our  colleagues  in  Congress  who  may  not  have 
studied  the  issue. 

Mr.  Penny.  Mrs.  Bentley,  Senator  Grassley  characterized  your 
view  as  that  you  did  not  care  how  maritime  gets  its  subsidy,  just 
as  long  as  it  gets  it.  How  would  you 

Mrs.  Bentley.  There  has  to  be  cargo  for  the  American  ships,  Mr. 
Chairman.  That  is  a  must.  And  we  do  have  a  responsibility  in  that 
arena. 

Let  me  just  say  this.  In  1985,  an  agreement  was  worked  out  be- 
tween the  maritime  industry  and  the  agricultural  industry  to  get 
rid  of  all  of  this  argument  and  debate.  But  every  year  the  agricul- 
tural interests  come  back  and  try  to  knock  it  down. 

I  have  heard  from  Senator  Grassley  and  Mr.  Barrett  in  particu- 
lar about  the  fact  that  cargo  preference  hasn't  worked  because  the 
numbers  of  ships  are  down  from  1,000  to  300  and  something.  Let 
me  point  out  something  here.  We  were  talking  about  10,000-ton 
ships.  Today  we  are  talking  40-,  50-,  60-,  100,000-ton  ships.  We 
were  talking  about  10-knot  ships.  Today  we  are  talking  about  16- 
20-knot  ships.  There  is  a  big  difference  in  the  tonnage  available. 

A  ship  in  port  in  those  earlier  days  used  to  come  in  port  and  stay 
there  5  days,  7  days,  2  weeks,  and  longer  sometimes.  Today,  if  they 
are  there  8  hours  they  are  an  expense  and  loss  to  the  owner  and, 
therefore,  they  are  moved  out.  It  is  productivity  that  has  helped 
make  the  difference,  along  with  the  assistance  of  having  cargo 
available. 

It  is  not  that  this  program  has  not  helped.  It  has  helped  a  great 
deal.  And  we  do  need  it.  And  it  is — again,  I  will  say,  we  are  talking 
about  subsidies  to  the  maritime  industry.  Let's  talk  about  them  to 
agribusiness,  big  business,  Mitsui  and  Mitsubishi,  among  them, 
collecting  subsidies  from  the  U.S.  taxpayers. 

Mr.  Penny.  Mr.  Barrett,  do  you  want  to  make  a  reaction  to  the 
question  about  where  the  subsidies 

Mr.  Barrett.  I  think  that  is  one  of  the  things  that  this  sub- 
committee needs  to  consider  very  seriously,  and  that  is  dividing.  If 
we  are  going  to  subsidize  the  maritime  industry,  I  don't  think  those 
costs  should  be  hidden  in  agricultursd  appropriations. 

Let's  be  up-front  and  let's  assign  the  differential  to  the  Maritime 
Administration,  and  then  leave  agricultural  program  money  to  be 
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spent  for  agriculture.  I  think  that  is  a  point  that  you  need  to  zero 
in  on. 

Mr.  Penny.  I  have  another  question  that  requires  you  and  Mrs. 
Bentley  to  share  a  response.  In  Mrs.  Bentley's  testimony  she  said 
78  percent  of  the  cargo  shipped  as  a  part  of  the  gulf  war  effort  was 
shipped  on  U.S.-flag  vessels. 

In  your  testimony,  Mr.  Barrett,  you  indicated  that  only  6  aging 
ships  to  the  armada  of  460  that  carried  personnel  and  military 
hardware  to  the  war  zone  were  provided  by  the  merchant  marine. 
Those  numbers  don't  seem  to  gel. 

Mrs.  Bentley.  I  don't  know  where  he  got  his  6  from,  but  there 
were  a  lot  of  American-flag  ships,  and  I  can  tell  you  probably  on 
at  least  6  to  12,  the  MSC  had  to  seek  elder  retired  seamen  to  man 
them  because  we  haven't  had  the  numbers  of  manned  active  ships 
available.  But  we  had  many  U.S.  ships  out  there  and  they  did 
transport  78  percent  of  the  war  supplies.  I  don't  know  what  six  he 
is  talking  about. 

Mr.  Penny.  Is  the  differential  here  the  number  of  ships  that  ac- 
tually went  into  gulf  waters  whereas  other  U.S.-flag  vessels  off- 
loaded or  transferred  cargo  at  some  other  point  and  non-U.S.  ships 
then  went  into  the  war  zone? 

I  am  trying  to  be  helpful  here.  The  numbers  don't  add  up. 

Mr.  Barrett.  Yes.  Mr.  Chairman,  I  did  summarize  and  go  over 
my  remarks  very  quickly.  I  took  specifically  the  information  from 
the  writings  of  a  gentleman  who  will  appear  before  this  subcommit- 
tee at  a  later  point,  the  Honorable  Rob  Quartel,  I  believe,  and  the 
article  is  from  "America's  Welfare  Queen  Fleet,"  and  let  me  just 
paraphrase  a  paragraph. 

"Only  6  of  the  59  ships  specifically  subsidized  for  the  purposes 
of  national  defense  actually  moved  through  the  mine  fields  with  all 
their  all  American  crews  directly  into  the  war  zone  in  Saudi  Ara- 
bia." Et  cetera,  et  cetera.  I  would  like  to  enter  this  into  the  record, 
with  your  permission. 

[The  information  follows:] 
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America's  Welfare 
Queen  Fleet 

The  Need  for  Maritime  Policy  Reform 


Rob  Quartel 


When  Saddam  Hussein  invaded  Kuwait,  the 
United  States  responded  just  days  later 
with  a  military  seaJift,  the  success  of  which 
is  unparalleled.  In  just  45  days  the  United  States 
moved  to  Saudi  Arabia  the  equivalent  of  a  city  the 
size  of  Alexandria,  Virginia— lock,  stock,  and  barrel. 
Hussein's  threat  was  met  by  a  vast  armada  of 
American  commercial  ships  crewed  by  thousands 
of  young,  well-trained  Americans,  on  the  worlds 
fastest,  most  modem  ships.  The  American  merchant 
marine  threaded  its  way  through  the  dangers  of 
the  naval  mines  laid  off  Saudi  shores.  The  military 
was  able  to  call  on  the  services  of  this  private  fleet 
at  only  a  moment's  notice  and  paid  no  more  than 
market  rates.  This  success  story  was  made  possible 
by  a  far-sighted  competitive  merchant  marine  policy 
set  in  place  years  ago  by  the  U.S.  Congress.  And 
with  the  exception  of  the  first  /mo  sentences,  this 
scenario  is  a  myth.  Only  the  S&L  debacle  represents 
a  bigger  govemment-induslry-sfxjcia]  interest  scam 
than  that  which  today  passes  for  a  national  mer- 
chant marine  policy. 

By  the  end  of  the  Gulf  War,  America's  subsidized 
merchant  fleet  had.  directly  contributed  only  six 
aging  ships  to  the  armada  of  more  than  460  that 
transported  military  materials  into  Saudi  pwrts. 
Some  eighty  U.S.  merchant  marine  ships  carried 

Rob  Qiiartel  is  a  commissioner  at  the  Federal  Maritime 
Commission. 


hundreds  of  thousands  of  tons  of  military  goods  to 
the  vicinity  of  the  war  zone— Singapore,  the  United 
Arab  Emirates,  and  Haifa.  But  many  relied  on 
foreign-flag  feeders  with  their  foreign  crews  to 
complete  the  runs  to  Saudi  Arabia  and  thus  exposed 
the  bauikruptc}'  of  the  man-American  argument  that 
underpins  much  of  U.S.  maritime  policy.  No  Jones 
Act  vessels  participated  at  all,  and  the  Jones  Act, 
that  most  sacred  of  sacred  cows,  had  to  be  partially 
suspended  to  ensure  adequate  fuel  for  the  nation's 
defense.  In  short,  the  success  of  the  military  sealift— 
a  brilliant  feat  of  logistics— occurred  despite  (rather 
than  because  oO  75  years  of  government  subsidies, 
protectionism,  regulation,  and  entry  and  manage- 
ment controls  promoted  as  necessary  for  maintain- 
ing this  so-called  "fourth  arm"  of  the  nation's  defense. 

The  problems  inherent  in  existing  maritime  policy 
are  not  limited  to  issues  of  utility  in  the  recent  war 
effort,  however  The  various  regulatory  policies  and 
subsidies  that  have  grown  up  over  more  than  200 
years,  often  by  historical  accident,  are  simply  coun- 
terproductive. OrKe  the  Icirgest  private  commercial 
fleet  in  history,  the  U.S.  merchant  marine  is  now  a 
shadow  of  its  former  self,  dependent  on  federal 
welfare  for  its  marginal  survival. 

Unrecognized  by  government  policy,  a  funda- 
mental change  is  taking  place  in  the  underlying 
economics  of  ocean  shipping.  It  is  not  just,  as  many 
in  the  industry  argue,  that  profit  levels  are  exces- 
sively low  and  markets  overtonnaged;  the  changes 
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taking  place  arc  far  more  basic.  Although  carriers 
have  spent  considerable  time,  money,  and  manage- 
ment effort  to  difTercntiate  their  markets  and  ser- 
vices, ocean  caniagc  itself  has  become  an  increas- 
ingly fungible  product.  Each  day  the  line  between 
high-  and  low-value  ocean  carriage  services  becomes 
less  distinguishable  in  the  principal  U.S.  trades  and 
piTxluct  markets.  When  that  line  finally  disappears, 
several  difiRcuIt  questions  will  face  both  nations 
and  corporations  that  now  own  and  finance  relatively 
high-cost  ocean  carriers:  Why  own  ships?  Why 
maintain  a  flag  fleet?  Why  not  simply  purchase 
ocean  space,  as  the  intermodal  shipper  now  hires 
services  from  the  trucking,  airline,  and  railroad 
industries? 

Federal  maritime  policy  is  divided  into  two 
distinct  yet  intertwined  parts.  Promotional  (read 
"protectionist")  policies  are  managed  by  the  Depart- 
ment of  Transportation's  Maritime  Administration 
(MarAd),  and  regulatory  policy  is  promulgated  by 
the  independent  five-member  Federal  Maritime 
Commission  (FMC). 

This  article  examines  the  network  of  promotional 
and  regulatory  policies  and  suggests  dramatic 
departures  from  the  themes  that  have  motivated 
more  than  two  centuries  of  government  intervention 
in  the  maritime  industry.  But  to  understand  the 
need  for  change,  it  is  impwrtant  to  appreciate  the 
state  of  the  industry  today. 

The  American  Merchant  Fleet:  Where  We  Are 

The  most  effective  measure  of  a  policy's  success  can 
often  be  found  in  the  numbers  its  supporters  would 
hide.  In  the  case  of  the  American  merchant  marine, 
the  decline  of  the  U.S.  flag  fleet  offers  unmistakable 
and  conclusive  evidence  of  the  extent  of  the  policy 
failure. 

At  the  end  of  World  War  11,  America  had  the 
largest  fleet  in  world  history  — more  than  2.000 
vessels.  By  1970,  however,  there  were  only  893  U.S. 
flag  ships,  and  by  the  end  of  the  1990,  the  fleet  had 
declined  to  371  active  vessels.  Fewer  than  100  ships 
remain  in  the  oceangoing  fleet,  and  although  some 
observers  note  that  the  tonnage  of  these  vessels  has 
remained  constant  since  1970,  the  market  share  of 
the  U.S.  merchant  marine  continues  to  drop.  In 
1970  U.S.  flag  vessels  carried  24  percent  of  all  goods 
arriving  at  or  leaving  U.S.  shores.  Today  less  than  4 
percent  of  those  goods  are  carried  in  U.S.  flag  sYups. 

The  labor  picture  is  equally  grim.  Between  1979 
and  1989  average  monthly  maritime  employment 
fell  more  than  30  percent.  Seafaring  jobs  alone 
declined  80  percent,  down  from  a  high  of  56,000 


billets  in  1950  to  about  11,000  today -reflecting  in 
part  belter  technology,  but  more  significantly  the 
basic  decline  in  the  American  fleet's  economic 
viability.  Although  subsidized  merchant  marine 
academies  continue  to  chum  out  gi'aduaies,  few 
entry  jobs  exist  in  the  oceangoing  flag  fleet.  The 
average  unlicensed  sailor  is  now  50  years  old,  the 
average  officer  44.  Meanwhile,  through  the  operating 
differential  subsidy,  American  taxpayers  subsidize 
some  2,200  seagoing  slots  to  the  tune  of  nearly 
$120,000  per  year  eac/j. 

The  Policies  behind  the  Green  Door 

How  did  an  industry  supposedly  so  vital  to  our 
nation's  trading  success  arrive  at  such  a  state?  To  a 
lai^e  extent,  the  U.S.  flag  fleet  is  a  victim  of  attempts 
to  save  it.  The  ins  and  outs  of  maritime  economics 
jmd  regulation  often  appear  complex  and  forbidding 
to  the  uninitiated,  but  its  essentials  — the  programs 
that  govern  the  maritime  industry  and  its  markets- 
can  be  summarized  in  seven  programmatic  themes 
repeated  throughout  ail  of  the  legal  and  regulatory 
elements. 

•  Cabotage  policies  are  designed  to  protect  domestic 
shipping  from  foreign  comf)etition.  The  Jones  Act 
(the  Merchant  Marine  Act  of  1920)  requires  ship- 
ments between  U.S.  ports  (Los  Angeles  and  Hono- 
lulu, for  example)  to  be  carried  on  U.S.-owned, 
operated,  built,  and  manned  carriers.  The  United 
States,  almost  alone  among  the  major  trading 
nations  of  the  world,  applies  cabotage  protection 


By  the  end  of  the  Gulf  War,  America's  subsi- 
dized merchant  fleet  had  contributed  only  six 
aging  ships  to  the  armada  of  more  than  460 
that  carried  military  goods  to  the  war  zone. 
Eighty  others  relied  on  foreign-flag  feeders 
with  foreign  crews  to  complete  the  runs  from 
the  vicinity  of  the  war  zone  to  Saudi  Arabia. 


not  only  to  its  sailors,  but  also  to  its  shipbuilders. 
International  US.  flag  ships  also  face  restrictions 
regarding  the  required  mix  of  American  ownership, 
labor,  and  repair  work. 

*  Shipyard  policies  protect  domestic  yards  from 
foreign  competition  by  proscribing  the  use  of  foreign- 
built  or  repaired  vessels  in  domestic  operation  and 
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in  certain  U.S.  flag  international  trade  operations. 
Although  direct  construction  difTcrcniial  subsidies 
(designed  to  offset  higher  U.S.  costs)  are  no  longer 
funded,  U.S.  shipyards  continue  to  be  subsidized 
through  federal  mortgage  and  tax  set-aside  programs 
as  well  as  through  direct  barriers  to  entry  to  foreign 
comp)ctitors. 

•  Virtually  blanket  antitnisl  exemption  for  interna- 
tional ocean  cartels  or  "conferences"  is  combined 
with  federal  (FMC)  government  enforcement  of  the 
resulting  price-fixing  agreements  through  manda- 
tory tarifiFfiling  and  antlrebating  policies— all  falsely 
in  the  name  of  common  carriage,  price  stability, 
and  international  practice  and  comity. 

•  Direct  govenimetii  subsidies  are  provided  to  certain 
U.S.  flag  carriers.  The  scKalled  operating  differential 
subsidies  of  over  $200  million  a  year,  paid  to  four 
U.S.  firms  operating  American-built  vessels,  are 
considered  necessary  to  offset  the  cost  differentials 
created  by  flag  restrictions  on  labor,  ownership. 


The  programs  that  govern  the  maritime  indus- 
try and  its  markets  Include  protectionist 
cabotage  and  shipyard  policies,  virtually  blan- 
ket antitrust  immunity,  direct  and  indirect 
government  subsidies,  and  manpower  and 
national  defense  requirements. 


capital  investment,  and  management.  But  the 
subsidy  comes  with  a  price— regulatory  constraints 
regarding  terms  of  trade,  routes,  and  asset  sales. 
The  government  also  restricts  comp>etition  among 
U.S.  ships  in  domestic  Jones  Act  markets  and 
through  access  to  price-subsidized  government 
preference  cargoes. 

•  Indirect  subsidies  include:  U.S.  flag  cargo  prefer- 
ences for  military-,  agricultural,  and  other  U.S. 
government  goods;  entry  barriers  and  utility  rate 
regulation  in  protected  Jones  Act  markets;  and  tax 
subsidies  for  hinds  set  aside  for  ship  construction. 

•  Manpower  requirements  include  shipboard  labor 
pool  restrictions  and  rigid  crewing  requirements, 
both  in  numbers  of  billets  and  in  typ>esof  f>ositions 
(radio  operators,  for  example,  akin  to  coal  tenders 
on  railroads)  jmd  archaic  labor-management  restric- 
tions in  U.S.  shipyards.  The  demands  of  an  aging 
fleet,  caused  largely  by  build-U.S.  restrictions,  cause 
further  labor  inefficiences. 


•  A  national  defense  requirement  overlays  all  the 
other  pitjgrams  and  a-quircments.  The  law  requires 
that  the  commercial  fleet  be  in  a  position  to  be  a 
useful  auxiliary  to  military  operations,  whether 
military  commanders  want  them  or  not. 

U.S.  maritime  policy  has  been  over  200  years  in 
the  making.  The  first  legislation  to  protect  U.S. 
shipping  interests  was  passed  in  1789  by  the  first 
Congress.  A  tariff  placed  on  imported  goods  was 
reduced  by  10  percent  if  the  impxarts  were  carried 
on  vessels  built  in  the  United  States  and  wholly 
owned  by  Americans.  Other  policies  and  regulaliorts 
have  been  added  to  the  mix  since  1789,  but  despite 
efforts  to  address  problems  through  periodic  adjust- 
ments to  the  subsidies  and  restrictions,  the  state  of 
the  maritime  industry  continues  to  deteriorate. 

New  Markets,  New  Players,  and  a  New  World  Order 

Ck>nditions  today  are  very  different  from  those  that 
existed  when  America's  maritime  laws  were  first 
written.  In  1789  America  was  a  developing  country 
with  a  tiny  fraction  of  the  worlds  trade.  Today  the 
United  States  represents  nearly  26  percent  of  world 
GNP,  almost  12  percent  of  world  exports.  Nearly  a 
trillion  dollars  (or  approximately  95  percent)  of  U.S. 
foreign  trade  moves  by  ship.  The  world's  economy 
simply  cannot  exist  without  either  the  products  we 
sell  or  the  markets  we  provide. 

Dramatic  changes  in  international  markets  also 
continue  to  alter  the  mix.  The  advent  of  European 
market  integration,  new  political  systems  in  Eastern 
Europe,  new  markets  and  aggressive  new  producers 
in  the  Pacific  Rim,  the  potential  for  a  new  GATT 
and  various  free-trade  agreements,  and  numerous 
other  events— both  noteworthy  and  minor— all 
contribute  to  major  changes  in  the  fundamental 
economics  and  consequent  market  relationships  in 
the  maritime  sector  Innovation,  entrepreneurship, 
and  competition  in  transportation  logistics  only 
increase  the  uncertainty  surrounding  market  out- 
comes. But  maritime  law  and  policy  have  been  slow 
to  recognize,  let  alone  adapt  to,  these  rapidly 
changing  realities,  including  our  evolving  position 
in  world  markets. 

The  second  fundamental  economic  change  is  in 
the  character  and  structure  of  ocean  carriage  itself. 
The  ocean  shipping  business  no  longer  consists 
simply  of  ships  on  the  ocean.  Today's  industry  leaders 
provide  intermodal  docks  that  accommodate  trucks 
and  rail,  as  well  as  ships,  door-to-door  pick-up, 
packaging,  and  delivery,  and  electronic  tracking, 
customs  documentation,  and  billing. 
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Furthermore,  the  cxcan  leg,  which  accounts  for 
70  to  80  peivent  of  the  intennodal  bill  is  itself  an 
increasingly  fungible  market  of  ocean  space  and 
mo\ements.  Today  the  comp)ctiiive  advantage  goes 
to  modem  foreign  (fivquenlly  Asian)  fleets  manned 
by  smaller,  loss  highly  paid  crews,  who  ride  on 
cheaf>cr  forcign-built,  foreign-financed  ships  than 
iheir  American  counteiparts.  The  competitive  disad- 
vantage of  the  high<ost  American  flag  fleet  leaves 
no  future  for  an  industry  penalized  by  both  flag 
and  Jones  Act  restrictions.  Policymakers  cannot 
continue  to  ti-eat  the  merchant  marine  as  simply  an 
ocean  service.  It  is  increasingly  an  intcniational, 
intermodal  service  industry. 

A  New  Maritime  Paradigm 

It  is  well  past  time  for  a  fundamental  rethinking  of 
the  maritime  world  order  and  what  many  supfKjse 
to  be  its  universal  laws.  It  is  time  for  the  develop- 
ment of  what  might  be  called  a  new  maritime 
paradigm.  Three  pxDinls  represent  the  essential  pillars 
on  which  this  new  strategy  must  be  built. 

First,  the  new  paradigm  should  represent  a 
commitment  to  reforming  po/i'cy,  not  just  restruc- 
turing current  programs.  That  requires  both  a 
commitment  to  dig  down  to  the  roots  of  the  indus- 
try's productivity  and  competitiveness  problems  and 
the  resolve  to  get  from  where  we  are  today  to  where 
we  want  to  be  in  clear,  decisive  steps. 

Second,  the  new  paradigm  should  encompass  a 
broad  policy  outlook  with  a  detached,  analytical 
view  of  international  shipping  as  a  link  in  the  trade 
network  of  an  increasingly  globalized  economy  U.S. 
maritime  policies  should  be  based  on  more  than 
emotion  and  the  narrow  parochijJ  interests  of  dying 
labor  unions,  debilitated  companies,  and  congres- 
sional PAC  contributions.  The  needs  of  ocean  trans- 
portation users  (not  just  the  needs  of  the  carriers), 
real  national  security  requirements  (not  empty 
rhetoric),  and  a  realistic  appraisal  of  the  tough 
federal  budget  limits  that  will  exist  into  the  foresee- 
able future  should  drive  decisionmaking. 

Finally,  the  new  paradigm  will  require  a  high 
degree  of  boldness  and  imagination.  The  greatest 
obstacle  to  maritime  reform  today  is  political 
timidity  and  lack  of  imagination  and  vision. 

Although  most  observers  within  the  industry  and 
inside  the  government  bureaucracies  that  promote 
and  regulate  U.S.  shipping  know  that  the  current 
policy  has  failed,  few  seem  able  to  visualize  condi- 
tions under  which  the  U.S.  flag  fleet  could  comf)ete. 
In  part,  that  stems  from  the  inability  to  consider 


either  rearranging  or  eliminating  the  self-inflicted 
penalties  of  current  flag  and  Jones  Act  policies.  But 
just  five  key  policy  changes  would  radically  alter 
the  state  of  this  industry  by  allowing  it  to  reorganize 
itself  along  more  competitive  lines  and  by  freeing 
industry  jjarticipanls  from  both  government  IcU^ess 
and  the  associated  govemment  entanglement  and 
interference. 

First,  \ve  must  sever  the  linkage  among  ship- 
building, commercial  shipping,  and  military  plan- 
ning and  develop  independent  strategies  in  a  stand- 


Changes  In  the  worlds  economy.  In  Interna- 
tiona! markets,  and  in  the  character  and 
structure  of  ocean  carriage  require  that  policy- 
makers treat  the  merchant  marine  as  an 
International,  Intermodal  service  industry. 


alone  context  for  each.  To  the  extent  that  each  policy 
is  independently  successful,  all  will  be  served. 

Second,  \ve  must  eliminate  the  industrial  welfare 
mindset  by  deliberately  reducing  and  phasing  out 
operating  subsidies  as  well  as  the  restrictions 
applying  to  labor,  ownership,  and  assets  of  U.S. 
flag  and  Jones  Act  vessels.  In  addition,  we  need  to 
carefully  restructure  and  eliminate  indirect  subsi- 
dies, from  tax  deferrals  to  cargo  preference. 

Third,  we  should  directly  address  military  man- 
power and  sealift  requirements.  To  the  extent  the 
U.S.  commercial  fleet  represents  a  real  national 
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defense  asset,  budget  decisions  should  be  consoli- 
dated with  all  other  defense-related  maritime 
programs  under  Defense  Department  control. 

Rxirth,  wc  need  to  jump-start  a  true,  intemation- 
aJly  competitive  shipping  industry  Eliminating  the 
shipping  cartel's  antitrust  exemption,  tari£f-filing 
requirements,  and  extensive  government  oversight 
of  internal  market  practices  would  staul  the  process. 

Fifth,  we  must  create  an  aggressive,  internationally 
focused  program  within  the  multilateral  trade 
framework  to  systematically  eliminate  foreign 
subsidies,  restrictions,  and  antimarket  practices. 

The  Lessons  of  Desert  Shield  and  Desert  Storm 

The  recent  war  effort  should  exfKJse  the  national 
defense  underpinning  of  current  maritime  policy 
for  what  it  is— largely  a  myth.  The  maritime  aspects 
of  the  Desert  Shield/Desert  Storm  operation  clearly 
demonstated  the  importance  of  a  fully  integrated, 
intennodal  system  of  transportation,  including  a 


Vk  must  sever  the  linkage  among  shipbuilding, 
commercial  shipping,  and  military  planning, 
eliminate  the  Industrial  welfare  mindset, 
address  military  manpower  and  sea  lift  require- 
ments, Jump-start  a  true,  internationally 
competitive  shipping  industry,  and  create  an 
aggressive,  internationally  focused  program 
to  eliminate  antimarket  practices. 


comprehensive  maritime  leg,  but  they  did  not 
demonstrate  the  need  for  a  merchant  marine, 
particularly  one  as  inefficiently  maintained  as  the 
one  we  have  today. 

Military  goods  sent  to  the  Pfersian  Gulf  w»ere  moved 
by  rail,  air.  and  truck  to  ocean  pwrts,  and  a  variety 
of  ships  were  used,  both  U.S.  flag  and  foreign,  with 
American  and  foreign  crews  alike.  The  most  highly 
valued  cargo— the  troops— were  moved  to  the  Gulf 
almost  entirely  by  air,  as  was  certain  other  high- 
value,  high-force,  time-sensitive  weaponry. 

Although  there  wjis  an  undeniable,  urgent  need  for 
ocean  transportation.  Desert  Shield/Desert  Storm 
established  beyond  the  shadow  of  a  doubt  that  the 
military  can  efficiently  execute  its  mission  even 
without  an  American-built,  American<rewed  com- 
mercial fleet.  Ninety-one  percent  of  dry  cargoes 
were  moved  on  military  prep)ositioned  fast  sealift 


vessels,  U.S.  and  effectively  U.S.-cont rolled  ships, 
and  foreign  Oai^gely  NATO  countries)  charter  vessels. 
Only  six  of  the  fifty-nine  ships  specifically  subsidized 
for  the  purposes  of  national  defense  actually  moved 
through  the  minefields  with  their  all-American 
crews  directly  into  the  war  zone  in  Saudi  Arabia. 
Thirty-eight  other  subsidized  vessels  transported 
goods  on  their  regular  liner  service  routes  but  used 
foreign-flag  feeders,  with  foreign  crews,  to  move 
the  military  goods  to  their  final  Persian  Gulf 
destinations. 

Many  ships  were  simply  unavailable  to  the  mili- 
tary. Shipowners  and  military  officials  were  con- 
cerned that  any  diversion  of  these  ships  for  military 
purposes  would  lead  to  a  permanent  disruption  of 
service  and  the  loss  of  market  share.  In  other  cases 
the  technical  needs  of  military  shipping  coincided 
to  only  a  limited  degree  with  the  needs  of  the 
merchant  fleet.  The  container  ships  that  dominate 
international  shipping  and  the  U.S.  merchant  fleet 
are  virtually  useless  for  the  short-notice  transport 
of  tanks  and  other  military  equipment  that  must 
be  rolled  aboard.  Prepositioned  ships  operated  by 
the  military— Roll-on-Roll-off  (or  "Ro-Ro")  and  fast 
sealift  vessels,  for  example— and  a  well-maintained, 
standby  reserve  fleet  structured  to  meet  changing 
defense  needs  would  be  more  useful  in  providing 
rapid  response  and  deployment.  G>ntinuing  to  tie 
the  military  to  the  viability  of  the  commercial  fleet 
today  benefits  neither  party  and,  in  fact,  may  harm 
both.  Eliminating  the  already  severed  national 
defense  linkage  from  civilian  maritime  policy  is 
thus  a  necessary  6rst  step  toward  a  rational  consid- 
eration of  the  future  of  the  U.S.  commerial  fleet. 

Thefirst  casualty  of  this  new  pel  icy  would  be  the 
operating  differential  subsidy.  The  question  is  no 
longer  how  to  save  or  reform  this  subsidy,  but  how 
to  eliminate  it  in  a  way  that  maximizes  the  proba- 
bility that  the  U.S.  flag  fleet  can  be  saved  and  even 
expanded.  Although  the  subsidy  could  be  capped 
as  a  start,  a  more  effective  policy  would  entail  a 
phased  elimination  of  the  subsidy  in  a  way  that 
allows  U.S.  carriers  to  adjust.  One  option  would  be 
simply  to  eliminate  the  subsidy  as  contracts  expire 
and  simultaneously  to  eliminate  labor,  market,  and 
other  flag  restrictions. 

Another  alternative  would  be  to  incorporate  a 
build-abroad  option,  combined  with  a  p>er  ship 
operating  differential  subsidy  cap  based. on  G^ast 
Guard-derived  manpower  requirements  and  a 
phascdown  of  subsidy  payments  using  a  formula 
based  on  existing  contract  expiration  dates.  Given, 
in  addition,  the  authorization  to  build  and  seek 
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gix-atcr  ownership  or  financing  abroad  and  to  use 
niixcd  crews.  U.S.  carriers  would  thus  have  an 
opportunity  to  become  strong  compictitors  in  the 
international  trades. 

Reducing  or  eliminating  the  pci-sonncl  ixistrictions 
apphed  to  U.S.  flag  carriers  is  as  critical  a  piece  of 
the  puzzle  as  any  other.  The  most  cost-effective 
course  would  be  full  authorization  for  the  use  of 
international  or  mixed  crowing.  If  the  Defense 
Department  identifies  an  actual  wartime  manpower 
requirement,  then  this  could  be  met  with  a  mini- 
mum American  manpower  commitment  to,  for 
example,  two  or  three  jobs  on  each  ship  on  the 
basis  of  high-need,  low-availability  national  defense 
categories.  The  subsidy  would  follow  the  specific 
jobs  and  would  be  limited  to  the  incremental  cost 
of  maintaining  the  billet  as  American.  Thus,  national 
defense  manpower  requirements,  if  they  really  exist, 
need  not  be  jeopardized. 

A  merchant  marine  reserve  offers  comparable 
advantages,  and  it  would  quantify  and  spiecify  the 
military  manpower  requirement  in  a  way  that  allows 
the  military  to  advertise  for  and  train  individuals 
for  availability  in  wartime— just  as  we  now  do  in 
the  other  military  reserves.  This  merchant  marine 
reserve,  with  manpower  requirements  tied  to  specific 
reserve  vessel  billets  and  skill  requirements,  could 
be  phased  in  as  the  operating  differential  subsidy  is 
phased  out.  The  Navy  could,  as  another  aJtemative, 
simply  redirect  a  small  portion  of  its  existing  naval 
reserve  program  to  this  purpose,  at  only  the  net 
cost  of  the  transition. 

The  final  and  most  potent  element  in  reforming 
the  commercial  sector  would  be  the  consolidation 
of  oversight  and  control  of  defense-related  maritime 
programs  in  the  Department  of  Defense.  If  defense 
is  the  skirt  behind  which  maritime  promotional 
programs  are  hidden,  then  let  the  defense  planners 
decide  when  to  lift  it.  Defense  planning  and  bud- 
geting would  be  belter  served  under  Defense  De- 
partment control,  and  taxpayers  would  be  better 
protected  under  a  system  where  maritime  budget 
allocation  decisions  had  to  compete  with  defense 
programs  that  realistically  serve  as  substitutes  or 
complements. 

Shipyard  Policy 

The  fate  of  American  commercial  shipyards  occupies 
a  crucial  place  in  the  policy  arena.  Although  the 
shipyards  have  historically  driven  much  of  the 
debate  regarding  maritime  policy— certainly  the 
modem  build-American  requirement  — today  the 


yards  are  almost  universally  viewed  as  an  albatross 
around  every  other  sector's  neck.  Over  the  past 
decade,  the  industry  has  lost  a  third  of  its  capacity 
and  more  than  7,000  jobs,  and  today  only  one  major 
oceangoing  vessel  is  under  construction  in  an 
American  commercial  yard.  This  has  led  toconsid- 
eiable  political  anxiety,  but  despite  rhetoric  to  the 


The  most  potent  element  In  reforming  the 
commercial  sector  would  be  consolidating 
oversight  and  control  of  defense-related  mari- 
time programs  In  the  Department  of  Defense. 
Maritime  budget  allocation  decisions  would 
compete  with  defense  programs  that  realis- 
tically serve  as  substitutes  or  complements. 


contrary,  it  is  not  at  all  clear  that  the  anxiety  is 
generated  by  defense  concerns. 

From  the  national  defense  standfwint,  two  ques- 
tions about  U.S.  shipyards  are  relevant.  Is  there 
any  foreseeable  military  circumstance  in  which  the 
United  States  will  have  the  time  or  luxury  to  wait 
the  one-and-a-half  to  two  years  necessary  to  build 
a  ship  for  use  in  supplying  troops  at  war?  If  not, 
is  there  a  special  pwlicy  requiring  the  maintenance 
of  ship  repair  facilities  for  ship  combatants  in  need 
of  repair  or  breakout? 

In  response  to  the  first  question,  regional  or 
isolated  wars  of  the  sort  we  have  seen  over  the  past 
ten  years  are  generally  viewed  as  the  most  likely 
types  of  conflicts  in  the  foreseeable  future.  The  speed 
of  those  wars  would  preclude  the  construction  or 
use  of  any  vessels  not  in  the  fleet  at  the  outset  of  the 
conflict.  If  a  global  war  should  break  out,  it  is  not 
likely  to  involve  extended  conventional  warfare. 
There  is  little  military  justification  for  subsidizing 
commercial  shipyards  to  build  supply  ships  for  a 
type  of  war  we  are  unlikely  to  fight.  TTiis  is  indepen- 
dent, of  course,  from  the  naval  shipbuilding  pro- 
grams that  respond  to  longer-term  defense  needs. 

On  the  other  hand,  reliable,  U.S.-based  repair 
facilities  would  be  needed  if  the  United  Slates  were 
involved  in  another  war  But  shifting  the  emphasis 
to  repair  facilities  also  suggests  a  much  lower-level 
fKslicy  response  than  the  industrial  jx)licy  that  is  in 
place  today. 

In  fact,  commercial  shipbuilding  may  well  be 
able  to  stand  on  its  own,  but  a  variety  of  policy 
changes  are  required  to  give  shipyards  the  flexibility 
and  the  marketing  mindset  needed  to  complete 
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effectively.  Firsl.  compclition  itself  is  necessary  lo 
promote  a  competitive  shipbuilding  industry.  Cur- 
rent restrictions  on  the  use  of  foreign-built  or  foreign- 
repaired  ships  in  either  international  or  domestic 
commerce  should  be  removed.  Second,  restrictions 
on  the  sale  of  U.S.-made,  noncombal  military  vessels 
should  be  eliminated.  Third,  a  limited,  temporary, 
OECD-acceptable  export  credit  program  should  be 
instituted  to  legitimately  promote  sales  of  U.S.  ship 


Although  the  FMC  administers  no  direct 
carriage  barriers,  significant  barriers  to  both 
entry  and  exit,  to  financial  Innovation,  and  lo 
management  flexibility  clearly  exist  In  the  net- 
work of  federal  policies  from  which  regulatory 
policy  cannot  be  divoreed. 


products  overseas,  fourth,  federal  R&D  assistance 
to  shipyards  could  be  increased.  Finally,  there  must 
be  a  serious  commitment  to  pursuing  go\emment- 
to-government  efforts  — through  GATT  and  other 
international  forums— to  reduce  unfair  practices, 
subsidies  (both  direct  and  indirect),  and  market 
impediments. 

These  approaches  are  aimed  at  three  things: 
creating  a  competitive  environment,  benefitting 
from  any  comparative  advantage  that  may  exist  in 
American  shipbuilding,  and  creating  a  cash  flow 
that  leads  to  the  renovation  of  aging  yards.  No  policy 
can  guarantee  a  competitive  industry  that  no  longer 
lives  on  federal  handouts,  but  continuing  current 
policies,  notably  the  build-and<harter  programs 
or  reviving  the  construction  differential  subsidies, 
would  without  doubt  perpetuate  an  uncompetitive 
dependence  on  taxpayer  largess.  And  that  largess 
is  reaching  its  limits. 

The  Need  for  Regulatory  Reform 

If  the  pnomotional  programs  described  herein  are 
lied  to  arguably  legitimate  (although  perhaps 
misguided)  p>olicy  objectives,  the  FMCs  regulatory 
mandate  is  far  more  tenuous,  for  it  is  based  on  the 
notion  that  a  free  fleet  cannot  compete  in  subsidized, 
carlelized,  noncompetitive  world  markets. 

The  FMC  operates  under  four  basic  statutes— the 
1916  and  1936  Shipping  Acts,  the  1984  Shipping 
Act.  and  the  1988  Trade  Act.  These  statutes  con- 
stitute the  basic  regulatory  regime  covering  roughly 


half  of  ocean  trade- the  ocean  liner  or  regularly 
scheduled  common  carrier  portion  of  ocean  ship- 
ping. The  other  half  of  ocean  trade— thai  which 
carries  bulk  commodities  such  as  oil  and  grain— is 
virtually  unregulated  from  an  economic  standpoint. 

A  recent  FMC  study  noted  that  the  commission's 
regulatory  focus  has  been  on  enforcing  "require- 
ments that  international  shipping  practices  be  just, 
reasonable,  and  nondiscriminatory"  and  that  inter- 
national liner  shipping  regulation  has  "never"  con- 
trolled entry  or  prices.  The  study  also  reported,  "A 
second  major  difference  between  the  regulation  of 
ocean  shipping  and  the  regulation  of  other  domestic 
transportation  industries  is  the  international  scope 
of  the  activities  involved."  These  statements,  which 
are  disingenuous  at  best,  nevertheless  articulate  two 
key  flaws  embedded  in  maritime  regulatory  policy: 
first,  that  the  international  scope  of  the  activities 
involved  is  more  significant  than  those  of  other 
transportation  sectors  (the  aviation  industry  would 
no  doubt  disagree),  and  second,  that  there  are  no 
barriers  to  entry. 

Although  the  f^C  administers  no  direct  carriage 
barriers,  significant  barriers  to  both  entry  and  exit, 
to  financial  innovation,  and  to  management  flexi- 
bility clearly  exist  in  the  network  of  federal  policies 
from  which  regulatory  policy  cannot  be  divorced. 
The  purpose  of  the  flag  restrictions  and  the  Jones 
Act  is,  after  all.  to  limit  entry.  Furthermore,  the 
FMC  itself  enforces  several  indirect  entry  barriers. 
Bonding  and  tariff  requirements  for  transportation 
middlemen,  the  enforcement  of  cartel  pricing 
through  the  FMCs  tariff-filing  requirements  and 
antidiscount  rules,  and  the  administration  of  other 
programs,  including  rate  determination  for  domestic 
offshore  (Jones  Act)  shipping,  all  serve  lo  discourage 
new  entrants. 

There  are  modest  genuflections  to  competition 
contained  in  the  1984  Shipping  Act  (which  serves 
as  the  guidepost  to  the  current  commission).  The 
1984  changes  have  led  casual  observers  to  suppose 
that  ocean  carriage  has  been  deregulated  just  as 
other  transporiation  sectors  have  been.  The  reality, 
however,  is  that  the  adjustments  introduced  in  1984 
merely  provided  protective  cover  from  the  Justice 
Departments  Antitrust  Division.  Despite  the  limited 
nature  of  the  changes,  hovsever,  mandatory  indepen- 
dent action  (which  allows  a  carrier  to  break  from 
cartel  pricing  on  one  day's  notice)  and  service 
contracting  (which  allows  carriers  and  shippers  to 
write  public  contracts  outside  the  tariff,  the  terms 
of  which  must  be  made  available  lo  all  who  are 
willing  and  able  to  take  them)  provide  at  least  a 
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glimpse  of  whai  could  h.ippon  in  a  comr>c(itive 
markcM.  Titjc  deregulation  will  have  occurred, 
howxTxer.  only  when  policy  ivfoims  are  aimed  at 
oncoui-aging  mai'ket-bascd  competition,  increasing 
customer/shipper  options,  and  increasing  benefits 
lo  Ainoiican  consumers.  No  such  emphasis  appeared 
in  the  1984  act  which  is,  at  bottom,  really  designed 
to  protect  ocean  carriers  and  the  carrier  cartels. 

The  century-old  ocean  carrier  cartel  (or  con- 
ference) is  one  of  the  most  defining  and  tenacious 
characteristicsof  the  liner  trade.  At  the  turn  of  the 
century,  the  conferences  were  closed  and  thus  met 
the  test  of  a  true  cartel.  Today,  conferences  in  the 
American  trades  must  be  open— they  must  allow 
any  carrier  that  meets  their  conditions  to  enter- 
but  their  ratemaking  and  market-restricting  prac- 
tices not  only  remain  but  are  strengthened  and 
enforced  by  government  action.  The  conferences 
enjoy  virtually  blanket  antitrust  immunity,  and  the 
FMC  enforces  the  tariffs.  The  commissions  ability 
to  intervene  in  conference  actions  is  also  limited  to 
a  few  narrowly  defined  findings  of  unreasonable 
increases  in  price  and  decreases  in  service. 

It  is  time  for  the  American  trading  community 
to  ask  why  the  maritime  industr>'  should  be  treated 
differently  from  other  international  businesses.  Are 
ratemaking  cartels,  revenue  pools,  restrictions  on 
the  right  to  contract  with  shippers,  and  so-called 
stabilization  agreements  that  keep  10  and  20  percent 
of  capacity  off  the  market  any  more  appropriate 
here  than  in  trucking,  rail  transportation,  retail  sales, 
or  the  oil  industry?  If  we  oppose  such  practices  in 
other  industries,  why  not  in  ocean  shipping? 

Those  who  defend  the  cariel  structure  argue  that 
modem  ratemaking  groups  bear  little  resemblance 
to  the  early  conferences.  Proponents  argue  that  the 
conferences  are  evolving  from  rate-setting  cartels 
to  efficiency-oriented  organizations  that  help  "ra- 
tionalize" the  ever<hanging  interactions  between 
the  supply  of  and  demand  for  ocean  carriage  space. 
If  the  conferences  are,  in  fact,  undergoing  such  a 
metamorphosis,  the  U.S.  government  should  be 
taking  steps  to  speed  the  process.  The  reduction  or 
elimination  of  antitrust  immunity  for  ocean  confer- 
ences, the  removal  of  impediments  created  by  the 
tariff-filing  and  enforcement  process,  and  the  re- 
moval of  restrictions  on  the  ability  of  individual 
shippers  and  carriers  to  write  individualized  con- 
tracts would  all  be  steps  in  the  right  direction.  Taken 
together,  these  reforms  would  create  a  revolution  in 
shipping  and  would  set  a  benchmark  much  of  the 
international  community  would  have  to  follow. 
There  are  three  defining  needs  in  regulatory  reform. 


Antitrust  Immunity.  The  1984  Shipping  Act  gives 
virtually  blanket  antitnjst  immunity  to  the  ocean 
conferences.  The  bulk  of  this  immunity  can  and 
should  be  removed.  Canier  antitrust  protection  for 
all  rate-setting  activities,  including  the  authority 
to  discuss,  fix.  or  regulate  transportation  rates, 
should  be  eliminated.  Similarly,  antitrust  immunity 
applying  to  pooling  (revenue-sharing)  agreements 
should  be  removed.  Successful  pooling  agreements 
are  a  significant  impediment  to  flexible  service, 
to  technological  and  structural  innovation,  and  to 
price  competition.  Because  pooling  agreements  are 
usually  effective  only  in  trades  where  government 
support  for  them  exists  (the  South  American  trades, 
for  example),  prohibiting  these  arrangements  would 
not  only  improve  ocean  transportation  services  but 
would  also  provide  a  disincentive  for  bilateral 
agreements  restricting  ocean  trade. 

Ocean  carriers  should,  however,  be  allowed  to 
continue  to  establish  efficiency-enhancing,  cost- 
reducing  rationalization  agreements.  Rationalization 
agreements  that  work— space  chartering  and  facili- 


The  reduction  or  elimination  of  antitrust 
Immunity  for  ocean  conferences,  the  removal 
of  Impediments  created  by  the  tariff-filing  and 
enforeement  process,  and  the  removal  of 
restrictions  on  the  ability  of  Individual  shippers 
and  carriers  to  write  Individualized  contracts 
would  revolutionize  shipping. 


ties  sharing,  for  example— often  increase  the  ability 
of  the  carrier  to  compete  and  enhance  its  level  of 
service.  These  t>pes  of  agreements  closely  resemble 
joint  ventures,  and  the  Justice  Department  should 
be  asked  to  determine  whether  this  type  of  agree- 
ment even  needs  antitrust  immunity  But  worthwhile 
rationalization  agreements  also  need  to  be  distin- 
guished from  the  capacity-reduction  pacts  that  are 
simply  agreements  to  restrict  the  use  of  vessel  space 
and  provide  no  benefits  to  ship{>ers.  Antitrust 
immunity  for  these  capacity-reduction  pacts  should 
be  eliminated. 

Tariff  nllngs.  The  FMC  administers  the  tariff-filing 
and  enforcement  program.  All  import  and  export 
rates  must  be  filed,  and  a  thirty-day  wait  is  required 
for  rate  increases  to  take  effect,  tf  jmtitrust  immunity 
for  the  conferences  were  eliminated,  tariff-  and 
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contract-filing  requirements  would  probably  go  too, 
although  tariff  and  contract  filings  are  viewed  by 
many  as  necessary  to  the  notion  of  common  carriage. 
It  is  frequently  argued  that  the  tariff  system 
protects  small  shippers  by  giving  them  access  to 
the  same  rates  the  large  shippers  receive,  but  it  is 
actually  small  shippers  who  are  most  bound  by  the 
tariff  rates  and  requirements.  As  much  as  60  percent 
of  ocean  shipping  occurs  through  sjjecial  service 
contracts  outside  the  tariff,  and  these  contracts  allow 
shippers  with  market  power  to  negotiate  rates  below 
the  tariffs.  There  is  nothing  wrong  with  larger 
shippers'  receiving  volume  discounts,  but  the  existing 


The  U.S.  flag  fleet  is  in  trouble  because  of 
programs  established  to  save  It.  Jones  Act 
requirements,  protective  confe'ences,  regula- 
tory restrictions,  and  subsidies  encourage 
highly  uncompetitive  cost  structures.  The 
ultimate  culprits  are  unfair  practices  abroad 
and  labor  and  management  lethargy  at  home. 


tariff  system  tends  to  stymie  possible  deals  for 
smaller  ocean  carriage  users  by  discouraging  rate 
reductions.  In  practice,  tariffs  generally  provide  few, 
if  any,  of  the  theoretical  beneSts  of  common  carriage 
said  to  justify  the  system. 

Enforcement  by  the  FMC  centers  on  eliminating 
discounts  or,  as  they  are  sometimes  called,  rebates. 
Under  the  tariff  system  a  carrier  cannot  reward 
loyalty  through  a  tailored  customer  discount  as  it 
could  in  any  other  line  of  business.  Where  most 
would  see  a  legitimate  market  practice,  many  in 
the  ocean  trades  wrongly  see  unfair  competition. 

When  the  common  carriage-unfair  comf>etition 
myth  is  set  aside,  the  combination  of  tariff  filing 
and  enforcement  is  nothing  more  or  less  than 
interference  with  the  ability  of  shippers  and  carriers 
to  arrive  at  mutually  agreeable  contracts.  Tariff- 
filing  requirements  drive  competitive  ratemakjng 
under  the  table  and  turn  a  legitimate  rate  discount 
into  an  illegal  rebate.  Shippers  and  their  customers 
end  up  paying  more  for  ocean  transportation  than 
they  would  under  a  more  liberal  system. 

Current  tariff-filing  and  antirebate  rules  should 
be  eliminated,  or  if  tariff  filing  is  retained,  the  thirty- 
day  advance  filing  requirement  should  be  replaced 
by  a  same-day  filing  requirement  that  would  let  rates 
move  up  and  down  as  market  forces  dictate. 


Service  Contracts.  In  1984,  459  specialized  service 
contracts  (the  essential  terms  of  which  are  made 
public)  were  filed  with  the  FMC.  In  1989  the  number 
of  contracts  had  increased  by  more  than  ten  times 
to  5,250.  Both  shippers  and  carriers  clearly  view 
service  contracts  as  beneficial. 

The  ability  of  carriers  to  write  independent  service 
contracts  should  be  expanded,  if  not  completely 
deregulated.  If  the  conference  system  is  retained, 
then  the  FMCs  pwwer  to  regulate  or  prohibit  the 
use  of  service  contracts  should  be  eliminated. 
Furthermore,  the  contracting  parties  should  be 
allowed  to  keep  the  essential  terms  of  their  agree- 
ments secret.  Such  privacy,  which  is  afforded  most 
other  contracts,  would  accelerate  the  pace  of  the 
transaction  and  thus  would  increase  competition. 

The  Future 

Shipping  interests  and  farming  interests  fight  over 
cargo  preference  requirements.  Gulf  Coast  seaports 
battle  Great  Lake  pwrts  over  set-aside  provisions. 
MarAd  has  been  hauled  into  court  by  one  maritime 
union  that  feels  a  recent  subsidy  decision  will 
unfairly  benefit  a  rival  union.  Various  U.S.  flag 
companies  are  involved  in  protracted  legal  battles 
over  whether  there  is  excessive  competition  in  the 
protected  West  Cbast-to-Hawaii  trade.  Is  this  any 
way  to  run  a  merchant  marine? 

It  is  no  wonder  that  the  U.S.  merchant  marine  is 
in  trouble.  It  is  time  to  recognize  that  the  U.S.  flag 
fleet  is  in  serious  trouble  because  of  the  programs 
established  to  save  it.  Jones  Act  requirements, 
protective  conferences,  regulatory  restrictions,  and 
subsidies  encourage,  indeed  often  require,  highly 
uncompetitive  cost  structures.  Attempts  to  salvage 
these  programs  drain  resources  from  the  battle 
against  the  ultimate  culprits— unfair  practices 
abroad  and  labor  and  management  lethargy  at  home. 

The  heart  of  our  maritime  policy  has  always  been 
industry  protectionism.  Although  some  observers 
view  maritime  laws  as  the  major  part  of  the  prob- 
lem, other  have  come  to  live  by  them.  Seamen 
and  shipyard  workers,  bankers  and  vessel  owners, 
and  government  regulatory  officials  and  civil  ser- 
vice maritime  planners  worry  about  what  would 
happen  if  subsidies  were  cut,  cargo  preferences 
limited,  or  cabotage  laws  revised.  The  key  differ- 
ences between  those  who  favor  continuing  these  pro- 
grams and  those  who  favor  more  market-based 
reform  are  the  fears  of  the  former  that  the  U.S. 
shipping  and  shipbuilding  industries  simply  can- 
not compete  effectively.  But  the  industry  is  in 
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serious  trouble  now,  and  the  only  hope  for  turning 
it  around  over  the  long  term  is  through  procom- 
f)ctitive  rcfomi. 

It  cannot  be  true  that  the  best  this  nation  can  do 
in  terms  of  maritime  policy  is  to  increase  the 
taxpayer  and  consumer  burden  through  continued 
subsidies  and  economic  protectionism  while  main- 
taining the  government  flag  (penalties  that  create 
the  problem.  Fundamental  economic  questions  must 
be  tackled  directly,  and  changes  that  reflect  the 
ival  interplay  of  markets  and  competition  must  be 
considered  and  implemented.  It  is  time  to  set  aside 


the  perceived  limitations  arising  from  both  industry 
mythology  and  nationally  self-inflicted  restrictions. 

If  the  maritime  industry  wants  to  be  in  a  competi- 
tive trade  position  by  the  end  of  the  century,  then 
wc  must  realize  that  other  economic  actors  will 
increasingly  play  by  the  rules  of  markets  and 
competition.  The  limits  we  place  on  our  ability  to 
play  by  these  rules  will  be  reflected  in  our  shipjjcrs" 
inability  to  innovate  and  compete.  And  the  limita- 
tions themselves  will  only  be  a  mirror  of  our  own 
inability  to  play  on  the  world  stage. 
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Mrs.  Bentley.  May  I  add,  there  are  a  lot  of  ships  out  there  that 
aren't  subsidized  and  some  of  those  are  involved  in  cargo  pref- 
erence and  military  cargo  carriage  all  the  time. 

Mr.  Barrett.  I  think  our  concern,  Mr.  Chairman,  is  subsidized 
goods,  ships. 

Mrs.  Bentley.  Oh,  come  on. 

Mr.  Penny.  Mr.  Allard. 

Mr.  Allard.  Maybe  I  can  shed  some  light  on  the  figures  that  we 
have,  that  we  are  talking  about  right  now.  I  have  the  GAO  report 
before  me,  and  they  reported  that  in  May  of  1991,  and  that  is  right 
after  the  invasion  of  Kuwait  by  Iraq,  which  occurred  in  early  Au- 
gust of  1990,  the  U.S.  Transportation  Command  notified  the  Mili- 
tary Sealift  Command  of  urgent  shipping  requirements. 

Now,  they  made  arrangements  and  contracts  with  existing  char- 
ter and  liner  service  agreements  with  U.S.-flag  carriers,  and  found 
that  they  had  insufficient  contracts  to  handle  their  urgent  require- 
ments. So  the  Military  Sealift  Command  began  chartering  addi- 
tionsd  vessels  that  were  largely  foreign-flag  vessels. 

The  newly  chartered  vessels  transported  equipment  to  the  Mid- 
dle East.  These  vessels  were  needed  in  the  initial  stages  of  Desert 
Shield.  They  have  206  vessels  in  the  Military  Sealift  Command 
that  were  chartered  between  August  10,  1990,  and  January  18, 
1991,  which  is  the  approximate  dates  of  Desert  Shield.  One  hun- 
dred and  seventy-seven,  or  86  percent  of  them  were  foreign-flag 
vessels. 

Now,  according  to  this  report,  the  services  of  most  of  the  U.S.- 
flag  vessels  that  were  contracted  with  MSC,  or  the  Military  Sealift 
Command,  during  that  period,  those  U.S.-flag  vessels  that  were  not 
under  contract  were  unavailable  because  vessel  owners  were  not 
willing  to  abandon  their  regular  commercial  trade  for  the  tem- 
porary needs  of  the  militsiry. 

And  then  the  MSC,  the  Military  Sealift  Command,  had  identified 
three  potential  suppliers  who  had  a  ship  available.  However,  two 
of  the  three  suppliers  expressed  no  interest  in  the  proposed  char- 
ter, and  MSC  negotiated  the  charter  with  the  other  supplier. 

Now,  according  to  an  MSC  official,  the  two  suppliers  were  not  in- 
terested and  did  not  want  to  give  up  their  regular  trade  service. 

So  I  guess  the  point  of  that  report  is  that  even  though  we  did 
have  a  subsidy  for  military  defense  purposes,  in  the  latest  conflict 
of  this  country,  there  were  limited  ships  available  from  the  mari- 
time industry. 

So  I  wondered  if  you  had  a  response  to  that,  Mrs.  Bentley. 

Mrs.  Bentley.  From  what  I  know — and  first  of  all,  78  percent  of 
the  cargo,  and  this  is  a  fact,  did  move  on  American-flag  bottoms. 
It  did  move  on  American-flag  bottoms.  That  is  a  very  large  portion 
of  what  went  to  the  Persian  Gulf,  A. 

B,  I  think  we  need  to  look  at  all  of  what  was  involved  in  some 
of  these  offers.  I  know  that  at  the  time  that  some  of  the  bids  were 
out — and  we  constantly  were  arguing  with  the  MSC — that  they 
were  making  deals  with  foreign  shipowners,  because  they  wanted 
to  deal  with  the  foreign  shipowners  rather  than  Americans. 

I  would  have  to  look  into  all  of  the  cases  before  I  could  comment 
exactly  on  what  happened  in  those.  But  I  know  at  the  time  we  had 
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some  battles  concerning — and  disagreements  concerning  the  offers 
and  the  proposals  of  MSC. 

Mr.  Allard,  I  will  address  this  question  to  Mrs.  Bentley.  Do  you 
think  it  is  appropriate  that  we  have  just  one  sector  of  society  sup- 
port a  huge  national  interest  such  as  our  national  defense,  that  we 
call  on  them  to  provide  that? 

In  effect,  that  is  what  you  do  with  cargo  preference,  you  are  ask- 
ing the  business  interests  who  use  the  shipping  to  provide  defense 
purposes. 

I  see  defense  as  a  national  interest  and  everybody  should  be  con- 
tributing to  support  that.  With  cargo  preference,  I  see  just  a  lim- 
ited— ^you  call  on  just  those  individuals  who  use  shipping  to  support 
that  national  interest. 

Mrs.  Bentley.  Mr.  Allard,  who  else  would  use  shipping  except 
business  interests,  people  who  are  shipping  things?  I  mean — the  in- 
dividual is  not  using  international  shipping. 

Mr.  Allard.  But  my  point  is  what  Senator  Grassley  was  saying, 
that  if  this  is  of  national  interest,  everybody  should  pay  for  it  in 
this  country  and  we  shouldn't  ask  for  one  particular  sector  of  soci- 
ety to  disproportionately  shoulder  that  burden. 

Mrs.  Bentley.  Cargo  preference  extends  beyond  the  agricultural 
community.  When  we  do  other  giveaway  programs,  when  we  do 
other  financing  under  Export-Import  Bank,  cargo  preference  is  re- 
quired under  those.  So  it  does  embrace  other  areas. 

Mr.  Allard.  I  understand 

Mrs.  Bentley.  But  second,  this  is  a  widespread  concern  to  all 
Americans,  and  therefore,  who  is  doing  the  shipping? 

I  mean,  if  we  don't  want  to  have  Old  Glory  on  the  high  seas,  fine. 
That  is  a  decision  that  this  Congress  has  to  make.  And  we  don't 
have  to  worry  about  it.  But  if  we  do,  and  I  think  we  do,  because 
if  we  don't  have  American  ships  out  there,  you  watch  and  see  what 
the  foreigners  will  do  to  the  freight  rates.  You  watch  and  see  how 
many  the  foreigners  will  serve. 

I  know  what  happened  in  the  Vietnam  conflict:  Time  and  again 
when  the  cargo  was  already  loaded  on  a  foreign  ship  and  the  for- 
eign seamen  said,  "We  are  not  going  there."  And  we  had  to  unload 
them  and  take  them  off  and  get  an  American  ship  to  do  it. 

Mr.  Allard.  I  agree  with  you.  I  agree  with  the  national  interests 
of  the  maritime  union. 

My  point  is,  why  do  we  have  just  one  sector  of  society  support 
that  military?  We  ought  to  have  an  appropriation  in  national  de- 
fense that  says  specifically  that  we  are  going  to  provide  them  the 
dollars  for  that  national  interest. 

Mr.  Chairmgin,  I  see  my  red  light  is  on.  I  would  ask  unanimous 
consent,  I  have  a  prepared  statement  that  I  would  like  submitted 
for  the  record. 

Mr.  Rose  [assuming  chair].  Without  objection,  so  ordered. 

The  prepared  statements  of  members  will  be  placed  at  the  begin- 
ning of  the  hearing. 

It  sounds  to  me  like  we  are  getting  into  a  real  love-in,  Mrs.  Bent- 
ley. Hang  on,  because  I  believe  Mr.  Allard  and  Mr.  Penny's  real 
concern  is  that  this  has  to  come  out  of  the  agricultural  budget 
which  has  already  been  hit. 
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I,  like  you,  feel  that  this  is  very  much  in  the  interest  of  our  coun- 
try to  have.  And  I  wanted  to  ask  Mr.  Nussle,  I  think  he  has  this 
on  the  tip  of  his  tongue,  what  is  com  selling  for? 

Mr.  Nussle.  It  depends  on  where  you  go.  About  $2,  a  little  less. 

Mr.  Rose.  And  what  is  the  target  price? 

Mr.  Nussle.  I  would  have  to  check. 

Mr.  Rose.  Roughly? 

Mr.  Nussle.  I  think  it  is  in  the  $2.75  range  right  now. 

Mr.  Rose.  Anybody  here  want  to  correct  that? 

Is  that  about  right?  Let's  say  it  is  $2.50. 

Mr.  Nussle.  $2.75. 

Mr.  Rose.  So  there  is,  roughly,  a  75-cent-per-bushel  pa3rment  by 
the  Grovemment;  is  that  right?  Is  that  right? 

Mr.  Nussle.  Under  that,  yes. 

Mr.  Rose.  Now,  I  mean,  that  is  every  bushel.  Now,  I  am  not 
against  that.  Don't  get  me  wrong,  I  will  support  that  and  continue 
to  vote  for  that.  But  it  is  just  as  important  to  me  to  keep  our  com 
farmers  on  the  high  plains,  as  it  is  to  keep  the  American  maritime 
ships  on  the  high  seas.  And  that  is  where  I  think  most  of  us  prob- 
ably agree  on  that. 

The  real  sticking  point  is  whether  the  agricultural  budget  has  to 
foot  the  bill  for  what  some  people  don't  like.  Other  questions 

Mr.  Barlow. 

Mr.  Barlow.  I  would  just  like  to  follow  on  with  the  questions 
that  I  gave  to  the  Senator  before  he  left.  Mrs.  Bentley,  don't  you 
think  that  having  the  cargo  preference  vessels  available  helps  our 
shippers  bargain  to  get  lower  rates  and  thus  helps  the  private 
grain  shippers. 

Mrs.  Bentley.  Very  definitely.  As  I  started  to  say  a  few  minutes 
ago,  if  we  didn't  have  American  ships  out  there  to  say,  "OK  this 
is  our  ceiling."  You  would  have  the  foreigners  go  much  higher.  And 
we  have  seen  instances  of  this  throughout  history. 

If  we  look  at  history  and  see  what  has  happened  to  freight  rates 
when  American  ships  weren't  available,  this  would  be  a  perfect  ex- 
ample of  what  we  are  talking  about.  I  might  also  point  out,  Mr. 
Barlow,  that  everybody  is  talking  about  some  very  high  quotes  that 
have  been  given  by  American  shipowners. 

The  Maritime  Administration  rejected  some  of  those  high  quotes, 
and  those  ships  have  not  carried  the  grain  at  that  price  because 
the  Maritime  Administration  does  have  a  responsibility  of  avail- 
ability and  fair  and  reasonable  rates;  that  is  their  responsibility 
from  this  Congress.  And  they  have  done  pretty  good  at  it.  They 
need  maybe  a  little  more  authority  to  do  more  on  that.  But  they 
can  do  the  job. 

Mr.  Barlow.  And  generally,  Mrs.  Bentley,  you  feel  that  there 
has  been  a  good  relationship  between  the  Merchant  Marine  and  the 
Agriculture  Committee  in  working  things  out? 

Mrs.  BE^^^LEY.  Well,  it  is  questionable,  it  depends  upon  who  is 
on  the  other  side  of  the  table  here  with  me. 

Mr.  Barlow.  You  are  optimistic  that  we  can  work  out  solutions? 

Mrs.  Bentley.  I  am  very  much,  if  they  really  want  to  sit  down 
and  be  honest  about  it  and  fair.  It  was  done  in  1985;  I  want  to 
point  that  out.  And  the  purpose  of  that  renegotiation  and  working 
that  formula  out  then  was  to  avoid  these  constant  battles  we  are 
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having  every  year.  And  I  just  wonder  why?  Who  is  bringing  them 
up  all  the  time. 

Mr.  Barlow.  Thank  you  very  much. 

Mr.  Rose.  I  thank  the  gentleman. 

I  would  yield  to  the  ranking  minority  member  for  anyone  he 
wishes  to  recognize  on  his  side. 

Mr.  Allard.  Congressman  Doolittle. 

Mr.  Doolittle.  Mrs.  Bentley,  your  answer  on  the  Norwegian 
question  I  thought  was  intriguing;  the  different  tax  laws  that  en- 
courage shipping  in  that  country.  And  you  have  referred  to  produc- 
tivity figures.  Do  we  have  that  information  available  to  the  sub- 
committee in  terms  of  the  productivity  factoring  in  all  of  these 
things  together  to  get  to  what  really  would  be  the  bottom  line? 

Mrs.  Bentley.  If  it  is  available,  the  Maritime  Administration 
has  it.  I  know  they  have  some  comparative  costs — personnel  wages 
and  all  other  costs  that  are  tied  in  with  the  cost  of  shipping — and 
I  would  say  that  is  where  the  source  would  be. 

Mr.  Doolittle.  We  have  heard  a  lot  of  criticism  laying  the  bur- 
den for  the  merchant  marines,  so  to  speak,  on  the  agricultural  sec- 
tor of  our  economy,  or  the  business  sector.  What  other  advantages 
do  countries  like  Norway  offer? 

Other  countries  have  similar  standards  of  living.  I  am  thinking, 
if  we  are  going  to  redesign  this  system,  has  somebody  looked  into 
that? 

Do  you  have  any  suggestions? 

Mrs.  Bentley.  Let  me  just  talk  about  Norway  for  a  minute.  Nor- 
way looks  upon  the  maritime  industry  as  a  great  source  of  revenue 
for  the  country,  a  source  of  giving  jobs  and  of  helping  their  balance 
of  payments.  I  might  point  out,  that  is  one  of  the  important  factors, 
having  American  flagships  is  our  balsince  of  payments.  And  I  might 
also  point  out  that  Japan,  they  don't  have  cargo  preference  written 
in  their  laws,  but  what  they  do,  is  they  have  an  unwritten  rule  and 
law  that  everj^hing  that  goes  out  of  Japan,  everything  that  we  buy, 
they  determine  what  ships  it  goes  on,  and  about  60  percent  all  go 
on — at  least  60  percent  goes  on  Japanese-flag  ships. 

They  also  determine  what  flag  ships  the  cargoes  coming  into 
Japan  will  move  on.  And  again,  that  is  part  of  their  contract  in 
buying.  And  here  again,  you  have  55,  60  percent  of  everything 
going  into  Japan  on  Japanese-flag  ships. 

There  has  to  be  a  reason  for  this,  that  these  countries  do  this 
with  their  ships  and  the  shipping  and  the  products  coming  in  and 
out.  The  ships  must  be  important  to  them.  And  shipping  must  be 
important.  So  it  must  also  be  equally  important  to  this  country. 

Mr.  Doolittle.  Thank  you. 

Mr.  Allard.  Thank  you,  Congressman  Doolittle. 

Mr.  Rose.  Any  other  members  seek  recognition  on  this  side? 

The  gentlelady  from  Greorgia  is  recognized. 

Ms.  McKlNNEY.  I  just  had  one  question,  I  am  wondering  if  the 
subsidies  don't  come  from  agriculture,  where  would  they  come 
from? 

Mr.  Rose.  Well,  there  are  a  lot  of  people  that  would  like  to  put 
it  in  the  White  House  budget.  But  that  was  a  consideration  that 
I  heard.  But,  that  is  the  $64,000  question. 
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Some  people  don't  like  the  food  stamp  program  being  in  the  agri- 
cultural budget,  but  as  a  practical  matter,  we  probably  couldn't 
pass  an  agricultural  bill  if  we  didn't  have  the  food  stamp  part  in 
there.  And  I  had  always  thought  that  cargo  preference  being  in  the 
agricultural  budget  was  a  plus  for  agriculture.  Maybe  we  ought  to 
just  get  real  pure  and  take  them  all  out  and  put  them  in  the  White 
House  travel  budget. 

Any  other  questions? 

Ms.  McKiNNEY.  That  is  very  clear,  Mr.  Chairman. 

Mr.  Rose.  The  gentleman  is  recognized. 

Mr.  POMEROY.  Congresswoman  Bentley,  you  are  known  for 
straight  talk  and  you  have  given  us  plenty  this  morning. 

Have  you  tended  to  support  the  USDA  budget? 

Mrs.  Bentley.  I  have  always  voted  for  it,  always. 

Mr.  POMEROY.  Might  your  support  be  less  unequivocal  in  the 
event  the  cargo  preference  rule  was  changed? 

Mrs.  Bentley.  It  might.  But  that  is  not  the  reason  that  I  voted 
for  it.  I  believe  that  we  do  need  to  help  our  farmers.  However, 
when  I  stopped  and  started  analyzing  how  many  of  the  big  agri- 
businesses were  receiving  the  subsidies  as  compared  to  the  little 
guy,  I  began  to  question  what  we  are  doing.  I  have  some  agri- 
culture in  my  district,  I  also  have  ships  and  a  shipyard. 

I  have  a  wide  variety  of  industries  that  make  up  America  in  my 
area.  I  supported  the  agricultural  industry,  but  that  is  not  the  rea- 
son. I  have  just  believed  in  it. 

However,  I  am  going  to  check  and  see  how  much  of  the  subsidies 
go  to  these  big  monolithic  businesses. 

Mr.  POMEROY.  I  think  that  inquiry  will  be  helpful. 

Your  testimony  notes  that  you  believe  an  agreement  was  reached 
in  1985  and  reaffirmed  in  1990,  and  basically  that  represents  a  re- 
lationship of  support. 

Mrs.  Bentley.  Yes. 

Mr.  Pomeroy.  Contained  in  the  cargo  preference  law. 

Congressman  Barrett,  are  you  concerned  about,  particularly  at  a 
time  when  we  are  in  the  most  urban  and  suburban  House  in  the 
history  of  this  country,  fragmenting  the  coalition  and  support  of  ag- 
riculture by  moving  toward  an  independent  subsidy  for  example? 

Mr.  Barrett.  I  am  not  that  concerned  about  it.  I  am  concerned 
about  the  lack,  the  reduced  impact  that  small  rural  States  like  ours 
have  in  the  total  picture  of  the  House  of  Representatives.  That  is 
a  conditioned  concern  of  mine. 

Mr.  Pomeroy.  Thank  you,  no  further  questions. 

Mr.  Rose.  Just  in  one  last  closing  comment  to  Mrs.  Bentley. 

It  would  seem  to  me,  and  I  think  you  hinted  at  this  in  your  open- 
ing statement,  that  if  a  multinational  grain  company  is,  in  fact, 
controlled  by  a  foreign  country,  they  would  naturally  be  opposed  to 
having  to  pay  for  American  shipping? 

Mrs.  Bentley.  Absolutely. 

Mr.  Rose.  And  many  of  the  members  of  the  North  American  Ex- 
port Grain  Association  are  multinational;  aren't  they? 

Mrs.  Bentley.  They  sure  are.  Many  of  them  are  foreign  owned. 

Mr.  Rose.  And  they  have  interests  themselves  in  foreign  ship- 
ping countries? 
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Mrs.  Bentley.  That  is  exactly  correct.  We  ought  to  check  on  con- 
flict of  interests,  sir. 

Mr.  Allard.  You  questioned  why  the  agriculture  and  merchant 
marines  were  fighting  since  all  of  this  should  have  been  resolved 
in  the  1985  farm  bill,  but  the  Secretary  of  Agriculture  expressed 
great  concern  about  U.S. -flag  ships  charging  two  and  three  times 
the  foreign  flag  rate,  in  a  news  release  on  April  20,  1993,  where 
he  expressed  those  concerns. 

Thank  you. 

Mrs.  Bentley.  Thank  you. 

I  note  that  Congressman  Bateman  asked  to  have  his  statement 
included. 

Mr.  Rose.  Without  objection,  so  ordered. 

[The  prepared  statement  of  Mr.  Bateman  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  Rose.  I  want  thank  you  very  much  for  being  here  today. 

Our  next  panel  is  Mr.  Christopher  E.  Goldthwait,  Acting  General 
Sales  Manager  and  Assistant  Administrator  for  Export  Credits, 
Foreign  Agricultural  Service.  Mr.  Groldthwait  and  I  go  way  back. 

Ms.  Joan  Yim,  Acting  Administrator,  Maritime  Administration, 
Department  of  Transportation,  and  Mr.  Wallace  T.  Sansone,  Vice 
Comdr,  Military  Sealift  Command,  Department  of  Defense,  Wash- 
ington, DC. 

Vice  Comdr.  Sansone,  do  you  have  anything  to  do  with  MOTSU? 
Don't  you  know  Military  Ocean  Terminal,  Sunny  Point?  Do  you 
speak  "defensease"? 

Vice  Comdr.  Sansone.  MOTSU  is  a  terminal  that  is  operated  by 
the  Military  Traffic  Management  Command,  which  is  a  component 
of  the  U.S.  Transportation  Command. 

Mr.  Rose.  Thank  you,  sir. 

We  will  be  happy  to  hear  from  you. 

All  of  your  complete  statements  will  be  entered  into  the  record. 
If  you  would  like  to  summarize,  you  may. 

Mr.  Goldthwait,  you  can  begin. 

STATEMENT  OF  CHRISTOPHER  E.  GOLDTHWAIT,  ACTING  GEN- 
ERAL SALES  MANAGER  AND  ASSISTANT  ADMINISTRATOR, 
EXPORT  CREDITS,  FOREIGN  AGRICULTURAL  SERVICE,  U.S. 
DEPARTMENT  OF  AGRICULTURE 

Mr.  Goldthwait.  Mr.  Chairman,  I  will  make  a  few  remarks  to 
summarize  my  statement. 

I  appreciate  you  including  the  complete  statement  in  the  record. 

Let  me  start  by  noting  that  we  have  already  heard  quite  a  lot 
of  differing  views  this  morning.  And  perhaps  I  can  begin  with  a 
point  that  I  think  everyone  can  agree  upon,  which  is  that  fiscal 
year  1993  will,  in  effect,  be  a  banner  year  for  cargo  preference. 

Mr.  Rose.  A  what? 

Mr.  GrOLDTHWAlT.  A  banner  year.  We  will  be  shipping,  under 
USDA's  food  assistance  programs,  between  5  and  6  million  tons  of 
additional  cargo  preference  eligible  cargo  in  fiscal  year  1993,  as  op- 
posed to  a  year  ago.  And  I  think  that  is  very  significant. 

I  might  also  add  that  we  are  doing  this  given  the  current  budget 
stringencies  that  we  all  face,  with  a  lot  of  additional  hours  put  in 
by  a  lot  of  dedicated  people  in  our  agency. 
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With  respect  to  the  current  law  that  we  are  discussing,  let  me 
also  acknowledge  that  various  agencies,  USD  A,  MARAD,  AID,  are 
undertaking  to  work  together  as  closely  as  we  can  to  cooperate  on 
these  issues  and  to  maximize  problem  solving.  I  will  give  due  credit 
to  my  colleagues  from  MARAD  for  suggesting  that  we  form  a  more 
routine  working  group  at  a  higher  level  to  review  these  issues. 

I  think  that  we  have  already  succeeded  in  reaching  agreement  on 
a  number  of  points  that  are  described  in  my  full  testimony. 

As  a  number  of  the  previous  speakers  indicated,  the  food  for 
progress  program  that  we  have  designed  and  implemented  for  Rus- 
sia, the  so-called  $700-million  program,  has  focused  a  lot  of  atten- 
tion on  cargo  preference  requirements.  And  I  would  like  also  to  in- 
dicate to  the  subcommittee  some  of  the  accomplishments  we  have 
achieved  in  our  discussions  with  the  Russian  side  in  our  negotia- 
tion of  various  food  aid  agreements. 

We  have  succeeded,  I  think,  in  achieving  a  number  of  commit- 
ments from  them  that  should  considerably  reduce  the  fears  of  U.S. 
vessel  owners  that  the  risks  of  discharge  in  Russian  ports  are  ex- 
treme. We  spoke  very  bluntly  with  the  Russisins  about  this  and  re- 
ceived guarantees  that  they  will  permit  no  discrimination  against 
U.S.-flag  vessels. 

We  received  guarantees  that  they  will  facilitate  rapid  discharge 
in  Russian  ports  of  the  cargos  under  that  program.  And  it  is  impor- 
tant to  note  that  they  have  already  begun  to  work  very  closely  with 
us  on  shipments  that  were  being  made  under  previous  food  aid 
commitments  to  Russia. 

There  are  a  series  of  additional  commitments  that  they  entered 
into  with  us  and  those  are  summarized  also  in  my  full  statement. 

As  Mr.  Penny  indicated,  however,  there  are  considerable  costs  as- 
sociated with  cargo  preference.  The  committee,  as  Mr.  Allard  has 
pointed  out,  is  familiar  with  the  statements  that  Secretary  Espy 
has  made  in  this  regard. 

There  are,  first  of  all,  dollar  costs  involved  with  cargo  preference. 
In  fiscal  year  1993,  the  portion  of  cargo  preference  costs  borne  by 
USDA  and  MARAD  in  conjunction  agricultural  shipments  are 
going  to  be,  roughly,  $186  million,  plus  an  additional,  roughly,  $100 
million  in  conjunction  with  the  food  for  progress  program. 

Total  freight  costs  for  the  Russian  food  aid  program  are  going  to 
be  around  $200  million. 

In  addition  to  the  increase  in  cost  attributable  to  cargo  pref- 
erence, there  are  many  other  effects  on  U.S.  agriculture.  Cargo 
preference  often  prevents  food  aid  shipments  from  following  normal 
commercial  practices.  Many  U.S.-flag  vessels,  such  as  tankers,  are 
not,  as  we  heard  earlier,  designed  to  load  grain,  and  are  slower 
than  conventional  carriers. 

Mr.  Nussle  gave  a  very  complete  description  of  those  issues.  The 
structures  of  the  tankers  can  cause  more  breakage  to  occur  during 
loading  and  discharge  than  occurs  with  standard  bulk  carriers. 

This  has  a  long-term  effect,  because  we  hope  that  our  food  aid 
will  eventually  lead  to  commercial  exports  to  many  developing 
countries,  and  indeed  it  had  that  effect.  It  has  a  long-term  effect 
on  our  market  development  potential.  It  is  less  than  it  might  other- 
wise be. 
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Another  hinderance  to  the  market  development  efforts  is  the 
complexity  of  cargo  preference  in  its  execution.  And  of  course,  there 
are  a  series  of  bureaucratic  costs  involved  for  our  agency  and  other 
agencies  within  the  U.S.  Grovemment,  and  indeed  importing  coun- 
tries as  well. 

We  have  already  heard  this  morning  very  directly  one  of  the 
other  indirect  costs  that  I  would  like  to  draw  attention  to.  Cargo 
preference  requirements,  as  currently  legislated,  have  had  the  un- 
fortunate consequence  of  pitting  two  agencies,  deserving  of  the  sup- 
port of  Grovemment,  against  each  other.  I  can't  help  but  wonder 
about  the  overall  benefits  to  the  country  and  its  trade  balance  if 
we  could  expend  all  of  this  energy  cooperatively. 

I  think  two  points  follow  from  that:  First  of  all,  the  kind  of  ongo- 
ing work  that  we  are  doing  with  other  agencies  within  the  U.S. 
Government  to  make  the  existing  law  work  as  well  as  it  can  is  very 
important.  But  second,  the  administration  is  conducting  an  overall 
review  of  maritime  policy.  And  while  it  is  very  important  to  stress 
that  no  decisions  have  been  reached  as  a  result  of  that  review  as 
of  yet,  it  is,  I  think,  useful  to  explore  all  the  potential  options  for 
addressing  these  costs,  both  direct  and  indirect,  in  the  context  of 
that  review. 

Mr.  Chairman,  I  will  stop  there  and  thank  you  very  much  for  the 
opportunity  to  make  this  statement.  I  will  be  happy  to  respond  at 
the  appropriate  time  to  any  questions. 

[The  prepared  statement  of  Mr.  CJoldthwait  appears  at  the  con- 
clusion of  the  hearing.] 

Mr.  Rose.  Thank  you  very  much. 

Ms.  Joan  Yim,  Acting  Administrator  of  the  Maritime  Administra- 
tion. 

STATEMENT  OF  JOAN  B.  YIM,  ACTING  ADMINISTRATOR,  MARI- 
TIME ADMINISTRATION,  U.S.  DEPARTMENT  OF  TRANSPOR- 
TATION 

Ms.  Yim.  I  am  the  Acting  Maritime  Administrator  for  the  Depart- 
ment of  Transportation.  I  am  pleased  to  be  here  today  to  discuss 
cargo  preference  issues  pertaining  to  Grovemment-supported  agri- 
culture exports.  The  Maritime  Administration  supports  the  Na- 
tion's agricultural  foreign  aid  export  programs,  as  well  as  the  Na- 
tion's cargo  preference  programs.  We  are  committed  to  making 
these  programs  work  to  the  benefit  of  all. 

The  Clinton  administration  intends  to  abide  by  longstanding 
maritime  policies  in  the  movement  of  aid  financed  by  the  American 
taxpayers  to  the  Russian  people.  This  administration  is  also  com- 
mitted to  resolving  long-term  policy  disputes  among  some  Federal 
agencies  over  the  use  of  U.S. -flag  vessels. 

I  will  now  comment  on  the  cargo  preference  programs  as  they  re- 
late to  the  specific  questions  of  the  subcommittee  that  were  submit- 
ted to  us. 

In  response  to  the  concern  that  the  USDA  and  the  American 
farmer  subsidize  the  maritime  fleet  and  receive  no  benefit,  let  me 
clarify  that  Congress  appropriates  funds  to  cover  the  cost  of  meet- 
ing cargo  preference  requirements  by  increasing  the  funding  for  as- 
sistance programs  to  cover  U.S.-flag  transportation.  In  paying  for 
both  agricultural  foreign  aid  and  the  costs  related  to  shipping  it  to 
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the  recipient  nation,  the  American  taxpayer  supports  the  export  of 
agricultural  commodities,  the  readiness  of  our  U.S.-flag  merchant 
fleet  for  national  emergencies,  and  our  Nation's  role  in  today's  glob- 
al economy. 

These  are  very  important  benefits  accruing  to  the  taxpayer  which 
mutually  benefit  both  agricultural  and  maritime  interests. 

A  secondary,  but  critical,  benefit  is  the  modernization  and  im- 
proved efficiency  of  a  core  segment  of  the  U.S.-flag  fleet.  This  bene- 
fit was  documented  by  the  GAO  in  its  1990  study,  and  I  believe  I 
have  submitted  some  figures  relating  to  that  in  my  lengthier  testi- 
mony. 

The  study  concluded  that  the  average  freight  differential  on  bulk 
vessels  had  declined  50  percent  since  1981,  due  to  vessel  effi- 
ciencies. Congressional  support  made  possible  the  more  modem 
ships  that  have  reduced  costs. 

A  third  benefit  is  the  availability  of  American  civilian  seafarers 
to  crew  vessels  in  the  Ready  Reserve  Force.  MARAD  owns  and 
maintsdns  the  RRF  and  ships  in  readiness  to  carry  supplies  to 
areas  of  conflict  throughout  the  world.  As  needed,  U.S.  merchant 
mariners  must  be  available  to  activate  and  crew  the  RRF  and  other 
military  support  vessels  for  wartime  service  or  during  national 
emergencies. 

Peacetime  jobs  aboard  U.S.-flag  commercial  ships,  including 
those  operated  largely  in  cargo  preference  trades,  contain  a  pool  of 
seafarers  that  can  be  cedled  on  for  emergency  service.  As  President 
Clinton  said,  "America's  merchant  ships  continue  to  provide  jobs 
and  economic  benefits  for  America.  The  men  and  women  who  sail 
in  those  ships  and  who  serve  in  supporting  industries  are  prepared 
to  support  the  Nation  in  times  of  crisis." 

I  might  add  here  that  on  Monday,  I  attended  the  U.S.  Merchant 
Marine  Academy  graduation  of  the  senior  class.  Of  almost  200 
graduates,  40  have  wartime  ribbons.  They  served  in  the  Persian 
Gulf  War  and  had  their  wartime  ribbons,  which  means  they  went 
to  war  at  18  years  of  age.  Many  of  them  are  from  the  Midwestern 
States,  by  the  way. 

MARAD's  procedures  for  determining  fair  and  reasonable  rates  is 
another  issue  you  asked  me  to  address  and  these  are  contained  in 
regulations,  which  I  would  like  to  submit  for  the  record  of  this 
hearing  as  an  attachment  to  my  prepared  statement. 

The  fair  and  reasonable  guideline  rate  is  based  on  the  fair  and 
reasonable  costs  of  U.S.-flag  operation,  plus  a  reasonable  profit.  It 
is  a  ceiling  rate  above  which  shipping  charges  by  a  carrier  would 
be  considered  excessive.  However,  there  is  no  mechanism  to  provide 
a  floor  rate  to  minimize  an  operator's  potential  losses  on  a  voyage. 
MARAD  provides  these  guideline  rates  for  U.S.-flag  vessels  when 
requested  by  USDA  or  AID  for  their  use  in  the  award  process. 

Sponsoring  agencies  arrange  and  oversee  the  transportation  con- 
tracting. MARAD  determines  whether  the  rates  are  fair  and  rea- 
sonable, and  monitors  compliance.  A  fuller  explanation  of  the  proc- 
ess is  contained  in  my  written  statement. 

Like  the  Government's  current  donation  and  concessional  pro- 
grams, cargo  preference  requirements  were  established  by  Con- 
gress. Cargo  preference  is  one  aspect  of  current  maritime  policy 
that  clearly  has  helped  maintain  an  important  component  of  the 
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American  merchant  fleet  2ind  American  seafaring  jobs  during  dif- 
ficult times. 

The  reform  of  our  maritime  programs  is  under  review.  Our  ongo- 
ing efforts  to  improve  the  overall  efficiency  and  economic  competi- 
tiveness of  the  U.S.-flag  merchant  marine  are  directed  at  reducing 
the  costs  of  shipping. 

Mr.  Chairman,  along  with  my  colleague,  Mr.  Goldthwait,  I  am 
pleased  to  emphasize  the  USDA,  AID,  MARAD  working  group 
whose  goal  is  to  improve  the  efficiency  and  effectiveness  of  cargo 
preference  shipments.  We  have  worked  on  a  number  of  problems 
involving  shipments  to  Russia. 

As  a  result  of  these  concerns,  Russia  agreed  to  establish  a  joint 
United  States-Russian  working  group  which  will  monitor  Russian 
port  conditions  on  an  ongoing  basis.  U.S.  vessel  operators  will  be 
given  a  clearer  picture  of  their  true  risks  when  they  bid  to  carry 
these  food-aid  cargoes. 

The  Russians  will  have  the  incentive  to  discharge  cargoes  quick- 
ly, because  by  doing  so,  they  will  reduce  freight  costs  and  these 
savings  may  result  in  more  commodities  of  their  choosing  being 
available. 

I  would  like  to  note  that  in  May,  MARAD  and  USDA  sent  a  team 
to  Russia.  They  reported  congestion  problems  in  Novorossiysk  and 
St.  Petersburg  and  a  potential  shortage  of  railcars  when  the  Rus- 
sian harvest  begins  in  July. 

If  there  are  not  enough  railcars  and  no  storage  facilities,  ships 
will  have  difficulties  unloading  their  cargoes.  This  is  an  area  we 
will  be  monitoring  carefully.  This  is  not  a  one  shot  thing. 

MARAD,  USDA,  and  AID  are  working  toward  a  preference  pro- 
gram that  serves  the  national  interest  as  well  as  the  agricultural 
industry  and  the  maritime  industry. 

Finally,  and  most  significantly,  Secretary  Pefia  and  Secretary 
Espy  have  set  the  cooperation  direction  for  their  efforts  to  address 
cargo  preference  issues.  Our  agencies  are  taking  steps  to  deal  with 
cargo  preference  issues  for  the  benefit  of  the  agricultural  producers, 
shippers,  and  carriers. 

We  at  MARAD  plan  to  move  forward  and  not  lose  momentum  as 
we  begin  discussions  on  longer  term  issues.  The  administration  in- 
tends to  comply  fully  with  the  letter  and  spirit  of  the  law. 

That  concludes  my  statement  Mr.  Chairman.  I  will  be  happy  to 
respond  to  any  questions  you  or  the  subcommittee  members  have. 

[The  prepared  statement  of  Ms.  Yim  appears  at  the  conclusion  of 
the  hearing.] 

Mr.  Rose.  Thank  you. 

We  will  go  to  Vice  Comdr.  Sansone,  then  we  will  have  questions. 

STATEMENT  OF  WALLACE  T.  SANSONE,  VICE  COMMANDER, 
MILITARY  SEALIFT  COMMAND,  U.S.  NAVY 

Vice  Comdr.  Sansone.  Thank  you.  And  good  morning. 

I  am  Wally  Sansone  and  I  am  the  vice  commander  of  the  Mili- 
tary Sealift  Command.  I  am  pleased  to  appear  before  you  to  discuss 
the  issue  of  cargo  preference  as  it  relates  to  military  preparedness 
the  role  of  the  U.S.  merchant  marine  in  the  gulf  war,  and  changes 
in  maritime  policy  from  a  defense  perspective. 
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With  your  consent,  I  would  like  to  submit  my  written  statement 
for  the  record  and  read  a  very  brief  summary  at  this  point? 

Mr.  Rose.  Without  objection. 

Vice  Comdr.  Sansone.  The  Military  Sealift  Command,  as  the 
Naval  Component  Commander  of  the  U.S.  Transportation  Com- 
mand, is  responsible  for  arranging  ocean  and  intermodal  transpor- 
tation for  the  Department  of  Defense.  In  carrying  out  this  mission, 
MSC  contracts  for  the  annual  movement  of  approximately  10  mil- 
lion measurement  tons  of  dry  cargo  and  approximately  8  million 
long  tons  of  liquid  cargo.  Ninety-five  percent  of  all  DOD  cargo  was 
carried  on  privately  owned  U.S. -flagships  last  year. 

The  1904  Cargo  Preference  Act  is  the  primary  law  by  which  we 
are  bound. 

Simply  stated,  this  act  provides  that  only  U.S.-flag  ships  may  be 
used  for  the  ocean  transportation  of  supplies  purchased  for  the 
military. 

Cargo  preference  laws  ensure  the  availability  of  DOD  cargo  for 
carriage  exclusively  on  U.S.-flag  ships.  Although  such  preference 
may  result  in  higher  rates  to  the  Government  than  global  market 
conditions  may  offer,  the  premium  helps  to  maintain  an  active  pri- 
vately owned  U.S.-flag  commercial  fleet  and  a  core  of  U.S.-citizen 
merchant  mariners  to  assist  in  wartime. 

Many  of  the  ships  used  by  the  Military  Sealift  Command  during 
the  gulf  war  would  probably  not  have  been  available  as  U.S.-flag 
ships  if  cargo  preference  laws  were  not  in  place.  The  sealift  effort 
during  the  gulf  war  was  history  making  and  record  making. 

DOD  moved  more  cargo,  equipment,  and  supplies  to  the  theatre 
of  operations  more  quickly  than  any  time  in  history.  Of  the  10-mil- 
lion  tons  of  dry  cargo  lifted  in  support  of  the  gulf  war,  80  percent 
moved  on  U.S.-flag  ships. 

And  just  to  pick  up  a  point  that  was  discussed  this  morning 
about  the  80  percent,  I  think  Mrs.  Bentley  pointed  out  that  there 
were  fewer  U.S.-flag  ships  and  many  more  foreign-flag  ships  char- 
tered, and  that  is  because  when  we  chartered  a  U.S.-flag  ship,  it 
stayed  on  for  the  duration  of  the  war. 

The  foreign-flag  ships  were  only  chartered  for  a  one-way  voyage 
and  redeployed  in  the  gulf.  And  so  the  important  point  to  keep  in 
mind  is  that  80  percent  of  the  cargo  was  moved  through  U.S.-flag 
ships. 

Another  important  point,  while  I  am  digressing  on  the  discussion 
that  took  place  a  while  ago,  the  productivity  example  that  I  think 
illustrates  best  what  we  saw  in  this  war  was  the  fact  that  7  sealift 
ships  delivered  the  equivalent  of  116  ships  in  World  War  II.  So  7 
equals  116.  That  is  why  fewer  ships,  with  fewer  men  are  able  to 
deliver  so  much  cargo. 

U.S.  strategic  sealift  is  composed  of  three  components: 
Prepositioning,  surge,  and  sustainment.  In  the  third  component, 
sustainment  shipping,  we  relied  primarily  on  the  U.S.-flag  commer- 
cial fleet  to  provide  the  necessary  support. 

We  put  into  service  a  special  contracting  arrangement  that  al- 
lowed the  containerized  shipment  of  U.S.  cargo.  Thus,  there  was  no 
need  to  requisition  ships  from  the  Jones  Act,  or  under  the  Mer- 
chant Marine  Act,  or  the  sealift  readiness  program  or  invoke  any 
other  special  contract  provisions. 
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The  commercial  service  was  not  adversely  affected  by  the  in- 
creased DOD  requirements.  And  the  use  of  foreign-flag  feeder  ships 
to  the  discharge  ports  in  Saudi  Arabia  was  the  most  efficient 
means  of  delivering  cargo.  As  a  result  of  the  lessons  learned  from 
the  gulf  war,  volume  I  of  the  congressionally  mandated  Mobility 
Requirements  Study  delivered  to  Congress  in  January  of  1992,  has 
provided  DOD  a  plan  for  correcting  strategic  sealifl  deficiencies. 

The  key  recommendations  included  adding  the  equivalent  of  20 
large  speed  ships,  adding  2  chartered  container  ships  to  the 
prepositioning  force,  and  adding  19  roll-on,  roll-off  ships  to  the 
Ready  Reserve  Force.  These  recommendations  have  been  partially 
funded  by  Congress,  and  DOD  is  adding  this  priority  surge  and 
prepositioning  capability  incrementally. 

The  purchase  of  the  first  12  of  the  19  additional  ships  of  the 
Ready  Reserve  Force  has  been  made  and  acquisition  is  underway 
for  the  medium  speed  roll-on,  roll-off  ships.  Contracts  for  those  may 
be  awarded  in  July  and  September  of  this  year.  Additionally,  DOD 
is  forecasting  its  requirements  for  container  ships  to  our  container 
delivery  requirements  and  is  making  greater  use  of  the  efficiencies 
of  the  industry's  capability.  This  will  be  provided  in  the  Mobility 
Requirements  Study,  volume  III,  due  out  later  this  year. 

In  terms  of  addressing  whether  changes  to  existing  cargo  pref- 
erence policy  and  laws  are  needed  to  make  policy  more  compatible 
to  the  cargo  need,  the  administration  is,  as  you  know,  now  examin- 
ing its  maritime  policies  and  law  in  detail. 

Mr.  Chairman,  in  closing,  let  me  say  that  the  Military  Sealift 
Command,  acting  for  the  Department  of  Defense,  is  and  has  been 
arranging  for  the  ocean  transportation  of  DOD  cargos  in  compli- 
ance with  all  applicable  cargo  preference  laws.  Approximately,  95 
percent  of  the  almost  20-million  tons  of  peacetime  cargo  shipped 
annually  for  the  Department  of  Defense  moved  in  privately  owned 
U.S.-flag  ships. 

We  believe  that  the  more  than  $1  billion  that  we  pay  to  the  U.S. 
maritime  industry  per  year,  contributes  significantly  to  their  finan- 
cial health.  DOD  remains  committed  to  the  faithful  execution  of  all 
cargo  preference  acts  to  achieve  the  important  objective  of 
strengthening  the  U.S.-flag  merchant  marine. 

In  brief,  we  support  cargo  preference  because  cargo,  both  com- 
mercial and  Government  impelled,  is  one  answer  to  a  healthy  and 
viable  U.S.  merchant  marine. 

Mr.  Chairman,  that  concludes  my  prepared  statement.  Thank 
you  again  for  the  opportunity  to  appear  before  this  committee 
today. 

[The  prepared  statement  of  Vice  Comdr.  Sansone  appears  at  the 
conclusion  of  the  hearing.] 

Mr.  Rose.  Thank  you  very  much. 

Thank  you  all. 

We  will  begin  with  questions  now  with  a  few  from  me. 

Mr.  Goldthwait,  2  months  ago  it  was  reported  that  the  former 
Soviet  Union  was  $4.2  billion  in  arrears  on  its  export  credit  obliga- 
tions with  us,  and  that  the  newly  reformed  Russia  was  assuming 
the  entire  debt;  is  that  correct? 

Mr.  Goldthwait.  The  arrearage  was  not  $4.2  billion. 

Mr.  Rose.  What  was  it? 
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Mr.  GOLDTHWAIT.  The  arrearage  was,  2  months  ago,  around  $600 
miUion.  The  $4.2  biUion  was  the  total  exposure  of  the  Commodity 
Credit  Corporation.  The  point  in  fact,  Russia  has  agreed  to  assume 
full  responsibility  for  that  debt,  and  has  begun  to  make  some  pay- 
ments on  it. 

It  is  required  to  make  pa3mients  on  all  of  that  debt  that  is  not 
subject  to  rescheduling  by  the  end  of  this  month. 

Mr.  Rose.  Could  you  explain  the  loan  repajrment  arrangements, 
say,  the  length  of  time  the  loan  guarantee  is  to  be  extended,  the 
rate  of  interest,  the  collateral? 

You  know  that  I  am  always  worried  about  the  creditworthiness 
of  our  guarantors,  like  I  was  the  Central  Bank  of  Iraq,  at  one  time. 

Mr.  GrOLDTHWAiT.  Yes,  I  know  of  the  continued  interest. 

Mr.  Rose.  Yes. 

Mr.  GOLDTHWAIT.  The  arrangement  is  basically  a  3-year  credit 
guarantee  arrangement  under  which  we  guarantee  credit  extended 
by  private  banks.  When  payments  are  not  received  on  time,  we 
then  make  payment  to  the  banks. 

In  terms  of  the  agreement  for  repayment  of  Russian  debt,  this 
was  the  chief  block  of  United  States  held  debt  that  was  handled 
in  the  recent  rescheduling  arrangement.  About  $1  billion  of  the 
outstanding  arrearage-excuse  me,  of  the  outstanding  exposure,  was 
rescheduled  and  that  included  some  portion  of  the  arrears. 

About  $480  million  in  arrears  were  not  rescheduled,  £ind  under 
the  commitments  made  in  the  Paris  Club,  Russia  has  agreed  to 
repay  those  by  the  end  of  this  month. 

Mr.  Rose.  Are  these  actually  guaranteed  by  the  Government? 

Mr.  GOLDTHWAIT.  Yes. 

Mr.  Rose.  In  other  words,  is  there  a  financial  institution  to 
whom  the  USDA  will  have  to  make  payments  to  cover  the  cost  of 
the  loans  if  there  is  a  default? 

Mr.  CjOLDTHWAIT.  We  make  pajnnents  to  the  private  banks  that 
are  actually  extending  the  credit. 

Mr.  Rose.  We  would  like  a  list  for  the  record  of  who  they  are. 

Mr.  GrOLDTHWAiT.  I  would  be  happy  to  provide  that. 

[The  information  follows:! 
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US  BANKS  PARTTdPATTNG  IN  THE  FSU  PROGRAM     March  5,  1993 

1.  Banque  Nationale  de  Paris 
Chicago  Branch 
Chicago,  IL 

2.  Rabobank  Nederland,  NY 
New  York,  NY 

3.  First  National  Bank  of  Chicago 
Chicago,  IL 

4.  Oenerale  Bank 
New  York,  NY 

5.  Banca  CRT 
New  York  Branch 
New  York,  NY 

6.  Banco  di  Roma 
New  York  Branch 
New  York,  NY 

7.  Banque  Lidosuez 
New  York  Branch 
New  York,  NY 

8.  Monte  del  Paschi  di  Siena 
New  York  Branch 

New  York,  NY 

9.  National  Bank  for  Cooperatives 
Denver,  CO 

10.  Union  Bank  of  Switzerland 
New  York  Branch 

New  York,  NY 

11.  Westdeutsche  Landesbank 
Girozentrale 

New  York,  NY 

IZ       Barclays  Bank 
Miami,  FL 
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US  BANKS  PARTICIPATING  IN  THE  RUSSIA  PROGRAM 

1.  Banco  di  Roma 
New  York  Branch 
New  York,  NY 

2.  BarcU^Bank 
Miaim«FL 

3.  National  Bank  for  Cooperatives 
Denver,  CO 

4.  Rabobank  Nederland,  NY 
New  York,  NY 


US  BANKS  PARTICIPATING  IN  THE  UKRAINE  PROGRAM 

1.  Oenerale  Bank 
New  York  Branch 
New  York,  NY 

2.  Rabobank  Nederland,  NY 
New  York,  NY 

3.  Bardayi  Bank 
Mkmi,FL 

4.  Sodete  Generale 
New  York,  NY 

5.  Westdeatsche  Landesbank 
Girozentrale 

New  York,  NY 


USDA/OCC/FMD-J/5/93 
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Mr.  Rose.  It  is  not  all  B&L  of  Atlanta;  is  it? 

Mr.  GOLDTHWAIT.  None  of  it. 

Mr.  Rose.  In  the  Journal  of  Commerce,  March  4,  1993,  it  was  re- 
ported that  the  Russians  repeatedly  said  that  they  could  take  their 
business  elsewhere  if  the  United  States  could  not  find  ways  to  con- 
tinue the  credit  programs,  that  deals  were  in  the  works  to  buy  Aus- 
tralian and  European  grain.  Do  you  think  that  is  a  correct  state- 
ment? 

Mr.  GOLDTHWAIT.  It  is.  We  know  that  the  Russian  Government 
has  been  able  to  import  4-million  tons  of  wheat  by  credits  extended 
by  the  European  Community  and  France.  There  have  been  some 
imports  but  of  a  smaller  quantity  from  Australia. 

Mr.  Rose.  Under  the  food  for  progress  program,  Russia  will  re- 
ceive 500  million  dollars'  worth  of  commodities  from  the  United 
States,  which  they  will  in  turn  sell  in  their  country  as  they  move 
toward  a  market  society.  What  oversight,  if  £iny,  does  the  USDA 
have  over  how  much  money  that  Russia  receives  for  the  sales? 

What  oversight  does  the  USDA  have  over  how  that  money  is  re- 
invested in  Russia  to  help  them  move  toward  a  market  economy? 

Mr.  GrOLDTHWAlT.  In  the  agreements  that  we  have  negotiated 
with  Russia,  we  have  covered  both  of  those  points.  They  are  re- 
quired to  submit  to  us  reports  on  the  sales  and  the  proceeds  from 
the  sales  of  the  commodities. 

The  agreement  also  includes  a  paragraph  which  indicates  the 
permissive  uses  of  those  proceeds,  including  such  things  as,  for  ex- 
ample, social  welfare,  loans  to  small  farmers,  and  so  forth. 

Mr.  Rose.  Could  we  have  a  copy? 

Mr.  GOLDTHWAIT.  Yes. 

[The  information  follows:] 
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STATEMENT 
OF  THE  RUSSIAN  SIDE  AT  THE  SIGNATURE 
OF  THE  RUSSIAN-AMERICAN  INTERGOVERNMENTAL 
AGREEMENT  FOR  SUPPLY  OF  AGRICULTURAL 
COMMODITY  UNDER  THE  FOOD  FOR  PROGRESS  ACT 

DECEMBER  5,  1992,  CITY  OF  MOSCOW 


THE  GOVERNMENT  OF  THE  RUSSIAN  FEDERATION  IS  CARRYING  OUT  AND  WILL  CONTINUE 
TO  CARRY  OUT  THE  ECONOMICAL  REFORMS  IN  ALL  THE  AREAS,  INCLUDING  AGRICULTURE. 

IN  PARTICULAR: 

1.  TO  FACILITATE  THE  REFORMS  IMPLEMENTED  IN  THE  FIELD  OF  AGRICULTURE, 
THE  GOVERNMENT  OF  THE  RUSSIAN  FEDERATION  ISSUED  IN  MARCH  OF  1992  A  NUMBER  OF 
DECREES  TO  PROVIDE  SIMPLIFIED  PROCEDURES  TO  ACQUIRE  LANDOWNSHIP  RIGHTS, 
INCLUDING  FOR  ITS  RESALE.   THE  GOVERNMENT  IS  SUPPORTING  THE  DEVELOPMENT  OF 
PRIVATE  FARMS  AND  PRIVATIZATION  OF  THE  AGRICULTURAL  ENTERPRISES.   IN  SPITE 
OF  THE  FACT  OF  PRICE  DECONTROL  FOR  ALMOST  ALL  OF  FOOD  AND  AGRICULTURAL 
PRODUCTS,  THE  TRADE  SITUATION  OF  THESE  PRODUCTS  DID  NOT  IMPROVE  THAT  WAS 
PARTIALLY  DUE  TO  THE  LACK  OF  COMPETITION  IN  THE  PROVISION  OF  MACHINERY  AND 
EQUIPMENT  TO  THE  AGRICULTURAL  PRODUCERS,  AS  WELL  AS  IN  THE  SPHERE  OF 
PROCESSING  AND  DISTRIBUTION  OF  THE  AGRICULTURAL  PRODUCTS.   A  PARTICULAR  ROLE 
WAS  PLAYED  BY  GENERAL  MARKET  INSTABILITY  AS  WELL  THE  INABILITY  TO  ACQUIRE 
PRICE  INFORMATION  EASILY  AND  QUICKLY. 

WE  DO  HAVE  AN  INTENTION  TO  CONTINUE  TO  DEVELOP  THE  PRACTICE  OF  PRICE 
DECONTROL  AND  COMPETITION. 

2.  THE  IMPLEMENTED  SYSTEM  OF  PRIVATIZATION  VOUCHERS  WOULD  ALLOW  THE 
CITIZENS  OF  THE  RUSSIAN  FEDERATION  TO  ACQUIRE  SHARES  OF  STOCK  OF  ENTERPRISES, 
LAND  OR  LIVING  ACCOMMODATIONS  OWNED  BY  THE  STATE.   TO  IMPROVE  THE  EFFICIENCY  OF 
THE  FOOD  SECTOR,  ITS  ADAPTION  TO  CONSIDERABLE  PRICE  CHANGES  IN  THE  OTHER 
ECONOMY  SECTORS,  THE  GOVERNMENT  OF  THE  RUSSIAN  FEDERATION  HAS  THE  INTENTION  OF 
DEMONOPOLIZING  ALL  LARGE  STATE  ENTERPRISES.   THE  GOVERNMENT  OF  THE  RUSSIAN 
FEDERATION  HAS  CONFIRMED  AND  IS  CONFIRMING  ITS  INTENTION  TO  CONTINUE 
PRIVATIZATION  AND,  IN  THE  FUTURE,  AUCTIONS  OF  ENTERPRISES  OF  THE  FOOD  AND  FOOD 
PROCESSING  INDUSTRY.   WITHIN  THE  FRAMEWORK  OF  THE  EFFORTS  TO  FREE  TRADE,  WE  ARE 
TO  REDUCE  GRADUALLY  A  CONSIDERABLE  PART  OF  THE  STATE  PROCUREMENT  PROGRAM  FOR 
AGRICULTURAL  COMMODITIES  AND  TO  IMPLEMENT  FREE  TRADE  AMONG  ENTERPRISES. 
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3 .  THE  CREATION  OF  THE  UNIFIED  MARKET  INFORMATION  SYSTEM  IN  THE  FOOD 
SECTOR  IS  ONE  OF  THE  MOST  IMPORTANT  TASKS  IN  RUSSIAN  AGROINDUSTRIAL  BUSINESS. 
WE  ARE  TO  CONFIRM  OUR  INTEREST  IN  DEVELOPMENT  OF  MARKET  INFORMATION  SYSTEMS  IN 
THE  FIELDS  OF  FOOD  PRODUCTION,  WHOLESALE  AND  RETAIL  TRADE,  AS  WELL  AS 
CONSUMER -ORIENTED  INFORMATION  SYSTEMS.   THE  GOVERNMENT  OF  THE  RUSSIAN 
FEDERATION  INTENDS  TO  CREATE  A  PILOT  MARKET  INFORMATION  SYSTEM  IN  A  NUMBER  OF 
ECONOMY  FIELDS  IN  THE  NEAREST  FUTURE. 

4 .  ONE  OF  THE  MAJOR  SPHERES  OF  THE  GOVERNMENT  OF  THE  RUSSIAN  FEDERATION 
EFFORTS  IS  TO  PROVIDE  SUPPORT  TO  THE  REFORMS  IN  BANKING  IN  ORDER  TO  CREATE  A 
FUNCTIONAL  NATIONAL  BANKING  NETWORK,  WHICH  WOULD  SERVE  AS  A  TOOL  TO  PROVIDE 
AGRICULTURAL  CREDIT  FACILITIES  TO  FACILITATE  THE  DEVELOPMENT  OF  AGRIBUSINESS. 

5 .  ONE  OF  THE  MAIN  GOALS  OF  THE  GOVERNMENT  OF  THE  RUSSIAN  FEDERATION  IS  TO 
SECURE  THE  FOUNDATIONS  OF  DEMOCRACY,  WHICH  IN  TURN,  WOULD  FACILITATE  MARKET 
REFORMS  IN  SUCH  IMPORTANT  FIELDS  AS  AGRICULTURAL  PRODUCTION,  AND  DISTRIBUTION 
OF  AGRICULTURAL  PRODUCTS.   THE  ROLE  OF  STATE  WILL  BE  THAT  OF  SUPPORTING  THE 
PRIVATIZATION  IN  AGRICULTURE  AND  AGRIBUSINESS,  CREATION  OF  WHOLESALE  MARKETS, 
AND  THE  COLLECTION  OF  MARKET  INFORMATION. 
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C.   Reporting. 

1 .  The  Russian  foreign  trade  organizations  carrying  out  imports  of 
commodities  under  this  agreement,  Exportkhleb  and  Prodintorg,  shall 
furnish,  in  an  agreed  form  and  by  agreed  due  dates,  to  Commodity  Credit 
Corporation,  a  report  on  the  arrival  of  each  shipment  of  commodities 
purchased  under  the  agreement  which  shall  include:   the  name  of  each 
vessel;  the  commodity  amd  qucuitity  received;  the  discharge  port;  the  date 
discharge  was  completed;  the  condition  of  the  commodity  on  arrival;  any 
significant  loss  or  damage  in  transit;  and  advice  of  cuiy  claim  for,  or 
recovery  of,  or  reduction  of  freight  charges  due  to  loss  or  damage  in 
transit  on  U.S.  flag  ships. 

2.  The  Russian  Side  will  also  provide  a  report  covering  the  supply 
period  of  commodities  under  this  agreement  and  containing:   statistical 
data  on  imports  by  country  of  origin  to  meet  usual  marketing  requirements 
specified  in  Part  II,  Item  III,  of  the  agreement;  a  statement  of  the 
measures  taken  to  implement  the  provisions  of  Article  III,  Para  A,  Items  2 
and  3;  statistical  data  on  exports  by  country  of  destination  of  commodities 
the  same  as  or  like  those  imported  under  the  agreement,  as  specified  in 
Part  II,  Item  IV  of  the  agreement;  a  statement  on  utilization  of 
commodities  imported  under  the  agreement;  and  a  statement  of  measures  taken 
to  implement  the  publicity  provisions  of  Paragraph  G  of  this  Article. 


Item  V.   Development  Plains. 

A.   The  agricultural  commodities  provided  under  this  agreement  or 
the  revenues  generated  by  the  sale  of  such  commodities  will  be  integrated 
into  the  overall  development  plans  of  the  Russian  Side  to  improve  food 
security,  and  promote  broad-based,  ecjuitable,  and   sustainable  agriculture 
as  described  in  the  Statements  dated  December  5,  1992. 

B.   Competitive  private  sector  participation  within  the  Russian 
Federation  in  the  storage,  marketing,  trainsportation  and  distribution  of 
agricultural  commodities  made  available  under  this  agreement  will  be 
encouraged  by: 

Public  and  private  sector  coordination  of  imports  and  marketing 
arrangements  such  that  commercial  imports  of  commodities  are  not  displaced 
and  private  Russian  Federation  producers  are  not  harmed. 

C.   The  Russicin  Side  will  provide  reports  as  requested  by  the  Americeui 
Side  on  the  development  plans . 


49 

Mr.  Rose.  Is  it  not  true  that  the  United  States-flag  ships  that 
take  grain  to  Russia  also  provides  for  inland  transportation? 

Mr.  (JOLDTHWAIT.  Within  Russia,  no.  They  would  discharge  at 
Russian  ports. 

Mr.  Rose.  I  was  under  the  impression  this  they  helped  provide 
transportation. 

Mr.  GOLDTHWAIT.  That  is  not  my  information. 

Mr.  Rose.  My  time  is  up. 

I  jdeld  to  Mr.  Allard  and  anyone  he  wishs  to  recognize. 

Mr.  Allard.  Thank  you,  Mr.  Chairman. 

Mr.  Goldthwait,  in  the  announcement  of  the  President's  food  aid 
package,  there  was  $700  million  total,  $500  million  was  to  go  for 
the  commodity,  $200  million  was  for  transportation,  and  then  in 
addition  to  that,  they  said  that  Russia  was  going  to  provide  $100 
million  in  transportation  costs. 

What  is  not  clear  to  me  is  the  $100  million  in  lieu  of  the  trans- 
portation costs  that  was  going  to  be  incurred  by  this  country,  or 
was  that  in  addition  to  the  $700  million? 

Mr.  Goldthwait.  The  share  of  transportation  costs  that  Russia 
pays,  the  $100  million  that  they  are  paying,  and  again  that  is  an 
estimate,  is  part  of  the  overall  package  of  $700  million.  In  our  dis- 
cussions with  the  Russians,  the  following  thing  happened:  They 
were  very,  concerned  about  the  perception  that  they  would  be  pay- 
ing the  full  U.S. -flag  costs  of  freight  for  the  portion  that  goes  on 
a  U.S.  vessel.  They  said  this  rather  than  repay  on  the  terms  of 
credit,  the  full  amount  of  U.S. -flag  freight,  it  was  preferable  to 
them  to  pay  the  foreign-flag  portion  up  front.  And  this  is  the 
change  that  we  negotiated  with  them  when  we  got  down  to  discuss- 
ing the  specifics  of  the  agreement. 

Mr.  Allard.  So  in  trying  to  balance  the  ledger,  if  the  $100  mil- 
lion that  came  in  from  Russia  was  in  lieu  of  $200 — part  of  that 
$200  million — there  is  a  $100  million  that  is  unaccounted  for. 
Where  did  that  go? 

Mr.  Goldthwait.  No,  basically  the  total  freight  cost  is  $200  mil- 
lion. Under  the  terms  of  the  credit,  it  is  a  little  over  50  percent 
concessional,  so  Russia  would  have,  over  the  term  of  the  credit,  in 
effect,  paid  back,  roughly,  $100  million  in  present  value  to  cover 
the  $200  million  cost  of  the  freight. 

They  said  rather  than  do  that  overtime,  it  was  preferable  to 
them  if  they  paid  that  $100  million  up  front  and  we  simply  covered 
the  entire  cost  of  ocean  freight  differential  and  so  we  agreed  to 
that.  That  it  is  an  arrangement  that,  in  effect,  makes  the  total 
package  a  little  less  concessional  to  Russia,  because  they  are  pay- 
ing their  share  of  the  freight  costs  up  front. 

Mr.  Allard.  They  are  paying  $100  million  of  the  $200  million? 

Mr.  Goldthwait.  That  is  correct. 

Mr.  Allard.  What  happened  to  the  $100  million  that  it  replaced? 

Mr.  Goldthwait.  If  you  look  at  the  budget  process  for  the  total 
cost  the  original  $700  million  credit  and  the  actual  package  that  we 
negotiated  with  the  Russians  pajdng  the  $100  million  up  front,  it 
really  doesn't  change  very  much.  So  in  point  of  fact,  from  the 
standpoint  of  both  the  budget  subsidy  cost  to  the  U.S.  Government 
and  the  overall  size  of  the  package,  $700  million,  nothing  changed 
in  the  relationships. 
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Mr.  Allard.  You  got  $100  million  from  the  Russians  and  you  got 
$200  million  in  transportation  costs  to  the  United  States. 

Mr.  GOLDTHWAIT.  Only  $100  million  now. 

Mr.  Allard.  And  you  put  $700  million  in  that  program.  So  what 
happened  to  that — it  is  not  clear  to  me  yet  what  happened  to  that 
$100  million.  I  know  what  the  statement  is,  they  put  $100  million 
up  front.  So  is  that  savings,  if  they  do  that,  then  there  might  be 
some  savings  in  interest. 

Mr.  GrOLDTHWAlT.  From  the  standpoint  of  the  budget  procedures 
as  set  forth  in  the  Credit  Reform  Act,  the  cost  is  almost  exactly  the 
same,  whether  you  finance  the  $200  million  over  the  15  years  of 
the  agreement  or  whether  they  pay  $100  million  in  cash  up  front 
and  we  pay  $100  million  in  cash  up  front.  That  is  because  the  con- 
cession allotment  in  the  agreement  is,  roughly,  50  percent. 

Mr.  Allard.  All  right. 

Well,  time  has  run  out.  But  I  would  like  to  pursue  that  because 
I  just  don't  see  those  figures  adding  up,  unless  there  is  a  shift  in 
cost  in  future  years  somehow  or  the  other  that  comes  in  there.  But 
I  am  having  a  hard  time  seeing  that  total  out. 

So  I  would  like  to  have  you  spend  a  little  time  or  send  a  little 
memo  to  my  office. 

Mr.  GOLDTHWAIT.  I  would  be  happy  to  do  that. 

Mr.  Rose,  The  gentleman  has  raised  a  good  question,  but  some 
might  say  that  it  is  close  enough  for  Grovemment  work.  But  we  do 
need  a  memo  on  that. 

Let  me  ask  one  question,  Mr.  (Joldthwait.  Isn't  it  true  that  the 
cost  that  is  paid  to  U.S.-flag  ships  for  their  transportation  of — 
under  the  cargo  preference  laws,  that  the  price  we  pay  includes  the 
cost  of  transportation  in  Russia? 

Mr.  GOLDTHWAIT.  No,  it  does  not  include  internal  transportation. 
It  includes  only  transportation  to  the  Russian  port  or  the  Russian 
border.  The  Russian  side  is  responsible  for  all  internal  transpor- 
tation within  Russia. 

Mr.  Rose.  Doesn't  the  general  transportation  cost  include  the 
cost  from  the  port  to  its  final  destination? 

Mr.  GOLDTHWAIT.  It  includes  the  transportation  to  the  Russian 
border  or  in  the  case  of  sea  shipments,  the  Russian  port. 

Mr.  Rose.  So  it  does  include 

Mr.  G^OLDTHWAlT.  It  does  not  include  internal  transportation 
within  Russia.  If,  for  example 

Mr.  Rose.  We  are  going  to  get  into  that  later.  You  all  have  my 
attention  now  and  I  am  going  to  get  into  that.  We  won't  do  it  now. 

The  gentleman  is  recognized  for  a  question. 

Mr.  Barlow.  I  have  a  number  of  questions  which  I  will  come 
back  to  after  we  vote  and  ask  you,  if  I  may,  thank  you. 

Mr.  Rose.  The  subcommittee  will  stand  in  recess.  We  have  to 
vote  on  foreign  aid. 

[Recess  taken.] 

Mr.  Penny  [resuming  chair].  The  subcommittee  will  come  back 
to  order. 

First  of  all,  I  want  to  acknowledge  the  help  offered  to  me  by  Mr. 
Rose  in  chairing  the  meeting  in  my  absence.  I  was  called  upon  to 
testify  at  another  subcommittee  immediately  followed  by  a  short 
press  statement  on  a  pending  issue  in  the  House.  So  I  appreciate 
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Mr.  Rose's  willingness  to  man  the  hearing  for  a  half  an  hour  or  so 
in  my  absence. 

I  appreciate  the  participation  of  the  witnesses  this  morning.  I  am 
not  sure  how  far  the  other  subcommittee  members  got  into  ques- 
tioning. But  I  did  want  to  make  sure  that  every  witness  stated 
clearly  for  the  record  their  view  about  where  these  subsidies  ought 
to  come  from. 

Mr.  Goldthwait,  you  want  to  speak  to  the  issue  of  whether  the 
agricultural  subsidies  ought  to  be  paid  by  the  Agriculture  Depart- 
ment or  whether  there  is  some  other  route  through  which  we  ought 
to  send  these  subsidies  to  the  maritime  industry. 

Mr.  GrOLDTHWAlT.  Well,  we  believe  that  we  should  certainly  con- 
sider something  more  along  the  lines  of  what  one  or  two  of  the 
members  indicated  this  morning.  A  more  direct  payment  of  these 
subsidies. 

Again,  we  have  no  formal  position,  but  we  think  that  ought  to 
be  looked  at  more  closely.  It  might  serve  to  eliminate  some  of  the 
indirect  costs  that  I  described  in  my  testimony. 

Mr.  Penny.  Ms.  Yim,  do  you  want  to  speak  to  that  question? 

Ms.  Yim.  The  Maritime  Administration  believes  that  there  is  a 
long-established,  well-established  link  between  the  notion  that  do- 
nated U.S.  goods  should  be  carried  on  U.S.-flag  vessels. 

However,  as  I  stated  in  my  summary  testimony,  we  are  working 
together  with  the  USDA  to  look  at  the  whole  system  of  how  these 
different  requirements  actually  work  at  a  working  level.  And  I  be- 
lieve that  we  will  be  working  with  USDA  and  AID  to  look  at  that. 

Mr.  Penny.  Vice  Comdr.  Sansone,  do  you  W2int  to  speak  to  that 
question? 

Vice  Comdr.  Sansone.  Yes,  sir.  From  the  DOD  perspective,  as 
you  know,  we  deal  with  the  1904  Cargo  Preference  Act  for  100  per- 
cent of  our  cargo  that  is  shipped,  so  it  is  factored  into  our  plans 
and  budgets  for  future  years,  and  we  continue  to  work  in  that  di- 
rection. 

Mr.  Penny.  It  is  factored  into  your  budget  at  current  levels? 

Vice  Comdr.  Sansone.  Yes,  sir. 

Mr.  Penny.  You  are  not  suggesting  that  the  Department  of  De- 
fense would  want  to  pick  up  more  of  those  costs,  are  you? 

Vice  Comdr.  Sansone.  Not  at  all. 

Mr.  Penny.  Ms.  Yim,  your  role,  as  I  understand  it,  is  to  find 
ways  to  better  negotiate  the  costs  on  these  U.S.-flag  shipments. 
Can  you  explain  to  me  why  shipping  costs  for  U.S.  vessels  exceed 
those  for  Norwegian  vessels,  when  they  have  comparable  crew 
costs? 

Ms.  Yim.  I  really  can't  speak  directly  to  the  Norwegian  example, 
because  I  am  not  familiar  with  it. 

Mr.  Penny.  An  earlier  witness  speculated  as  to  what  some  of  the 
differences  might  be.  Can  you  speculate  as  to  what  makes  our  cost 
higher  even  though  pay  for  personnel  is  comparable? 

Ms.  Yim.  Well,  one  of  the  things  that  my  staff  indicated  to  me 
is  that  there  are  differences  between  the  types  of  crews  and  various 
positions  on  the  ships,  whether  they  have  to  be  paid  a  Norwegian 
set  rate  or  some  of  their  crew  members  could  actually  come  from 
Third  World  countries.  So  comparison  is  difficult,  because  here  in 
the  United  States  we  have  American  crew  requirements  and  our 
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American  crew  members  are  paid  well  and  receive  good  benefits  as 
hard-working  Americans  should. 

We  also  have  higher  capital  investment  costs  in  our  ships  here 
because  they  are  built  in  U.S.  yards,  whereas  foreign  ships  are 
heavily  subsidized  in  their  shipyards.  And  we  also  have  stricter 
standards  for  the  construction  of  our  vessels  and  higher  insurance 
costs,  so  I  think  there  are  a  number  of  factors  other  than  wages 
that  one  would  have  to  look  at  to  explain  the  difference. 

[Additional  information  follows:] 
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I  request  permission  to  submit  the  following  additional 
information  regarding  Norwegian  ship  operators'  costs  and  United 
States  ship  operators'  costs,  for  the  record,  after  line  1947: 

A  Norwegian  ship  operator's  costs  are  about  40  percent  of  the 
costs  incurred  by  a  United  States  ship  operator.   A  Norwegian 
seaman's  base  wages  are  only  about  50  percent  of  a  U.S.  seaman's 
base  wages.   Additionally,  the  ratio  of  a  Norwegian  seaman's 
overtime  wages  to  base  wages  is  about  60  percent,  while  the  ratio 
of  a  U.S.  seaman's  overtime  wages  to  base  wages  is  over  100 
percent;  the  ratio  of  a  Norwegian  seaman's  vacation  costs  to  base 
wages  is  about  thirty  percent,  while  the  ratio  of  U.S.  vacation 
costs  to  base  wages  is  over  90  percent.   Further,  the  ratio  of 
Norwegian  additional  social  benefits  costs  (such  as  health 
insurance,  pension  plan,  workers'  compensation  and  unemployment) 
to  base  wages  is  under  50  percent,  while  the  ratio  of  U.S.  social 
costs  to  base  wages  is  over  70  percent. 

In  addition,  Norway  makes  available  to  its  vessel  operators 
"offshore"  registry  (Norwegian  International  Shipping,  or  NIS) 
which  allows  employment  of  non-nationals  aboard  ships.   These 
ships  have  crew  wage  costs  which  can  be  less  than  half  of  those 
vessels  which  are  fully  crewed  by  Norwegian  citizens.   This 
results  in  a  cost  to  the  ship  operator  of  less  than  20  percent  of 
than  of  a  similar  U.S. -flag  ship. 
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Mr.  Penny.  Mr.  Groldthwait,  you  are  involved  in  an  awful  lot  of 
shipments  overseas.  Would  you  concur  in  her  assessment  of  some 
of  the  differentials  between  costs  that  affect  our  industry  as  com- 
pared to  costs  that  might  affect  nations,  developed  nations  with 
comparable  rate  levels? 

Mr.  GOLDTHWAIT.  I  must  confess,  I  am  not  an  expert  on  the  var- 
ious subsidy  programs  that  other  countries  may  have.  But  it  is  true 
that  in  almost  all  of  our  tendering,  we  find  that  the  U.S.-flag  ves- 
sels come  in  with  bids  that  are  uniformly  considerably  higher  than 
the  foreign-flag — excuse  me — ^yes,  th£in  the  foreign-flag  vessels. 

Mr.  Penny.  Vice  Comdr.  Sansone,  we  have  a  Ready  Reserve 
Force? 

Vice  Comdr.  Sansone.  Yes,  sir. 

Mr.  Penny.  Can  you  describe  for  me  that  component  of  our  mili- 
tary sealift  capability? 

Vice  Comdr.  Sansone.  Very  briefly,  the  Ready  Reserve  Force  is 
a  force  of  ships  that  is  owned  by  the  Government  Maritime  Admin- 
istration. They  oversee  their 

Mr.  Penny.  It  is  owned  by  the  Maritime  Administration? 

Vice  Comdr.  Sansone.  Owned  by  the  Government.  The  Maritime 
Administration  oversees  the  maintenance  and  readiness  of  these 
ships,  and  the  ships  are  to  be  used  in  the  event  of  an  emergency. 
During  the  Persian  Gulf  war,  for  example,  78  of  the  Ready  Reserve 
Force  ships  were  activated  and  74  were  actually  utilized  to  carry 
cargo  to  the  Persian  Gulf. 

Mr.  Penny.  They  were  what? 

Vice  Comdr.  Sansone.  Actually  utilized  and  transported  cargo  to 
the  Persian  Gulf  during  the  war. 

Mr.  Penny.  And  other  than  use  for  these  purposes,  what  other 
use  are  these  ships  put  toward? 

Vice  Comdr.  Sansone.  Strictly  national  defense  and  exercises  to 
strengthen  our  national  defense. 

Mr.  Penny.  And  what  is  the  makeup  of  this  78 — ^you  said  78 
were  called? 

Vice  Comdr.  Sansone.  Were  called  out  during  the  war,  but  the 
makeup  is  96. 

Mr.  Penny.  96  total  and  78  were  used? 

Vice  Comdr.  SANSONE.  Yes,  sir. 

Mr.  Penny.  Cargo  ships,  tankers? 

Vice  Comdr.  SANSONE.  Primarily  cargo  ships. 

Mr.  Penny.  How  do  they  compare  to  other  commercial  cargo  ves- 
sels in  terms  of  their  capacity  and  their  speed,  et  cetera? 

Vice  Comdr.  SANSONE.  These  ships  were  purchased  off  the  mar- 
ket from  the  U.S.-flag  operators  as  well  as  foreign-flag  operators 
because  they  were  militarily  useful,  and  as  changes  took  place  in 
the  U.S.  merchant  marine,  for  example,  and  the  industry  went  to- 
ward operating  more  and  more  container  cargo  ships,  the  military 
was  concerned  that  it  needed  unit  capability  to  transport  trucks, 
tanks,  and  other  large  equipment  that  could  not  fit  into  containers. 
Therefore,  it  purchased  a  large  number  of  break-bulk  and  roU-on- 
roll-off  ships.  They  might  be  considered  economic  albatrosses  for 
commercial  operations,  but  for  military  operations  they  are  very 
important  for  national  defense. 
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Mr.  Penny.  How  about  in  terms  of  total  shipments  during  that 
gulf  period,  how  much  support  was  provided  by  the  Ready  Reserve 
and  how  much  by  the  U.S. -flag  vessels? 

Vice  Comdr.  Sansone.  Well,  the  Ready  Reserve  ships  are  U.S.- 
flag  vessels. 

Mr.  Penny.  I  understand  that.  They  are  not  considered  part  of 
the  vessels  we  are  talking  about  in  terms  of  cargo  preference  re- 
quirements, and  those  vessels  were  also  called  to  duty  during  the 
gulf  period,  as  I  understand.  So  when  we  talk  about — let  me  clarify 
what  I  am  trying  to  get  at. 

Congresswoman  Bentley  said  that  78  percent  of  all  shipments 
during  the  gulf  period  were  on  U.S.-flag  vessels.  I  assume  within 
that  78  percent  she  was  talking  about  the  Ready  Reserve  vessels 
as  well  as  other  U.S.-flag  ships.  Can  you  give  me  some  breakout? 

Vice  Comdr.  Sansone.  I  would  say  20  percent  of  the  cargo  that 
moved  to  the  gulf  involved  Ready  Reserve  Force  ships. 

Mr.  Penny.  And  58  percent  other  U.S.-flag  ships  and  the  remain- 
ing 22  percent  would  have  been  non-U.S.-flag  vessels? 

Vice  Comdr.  Sansone.  We  use  in  the  Defense  Department  a  fig- 
ure of  80  percent  moving  in  U.S.-flag  vessels.  Mrs.  Bentley  has  a 
78  number,  but  it  is  close  enough.  And  the  mix  of  about  20  percent 
being  Ready  Reserve  Force  ships  and  other  ships,  as  you  say,  is 
adding  up  to  the  80  percent,  and  the  20  percent  being  foreign-flag 
vessels. 

Mr.  Penny.  Of  those  ships  that  actually  went  into  the  war  zone, 
how  many  of  those  were  Ready  Reserve  and  how  many  of  those 
were  the  other  flag  vessels? 

Vice  Comdr.  Sansone.  All  of  the  Ready  Reserve  ships  delivered 
into  the  war  zone. 

Mr.  Penny.  They  did? 

Vice  Comdr.  Sansone.  Yes,  sir. 

Mr.  Penny.  But  the  other  flag  vessels,  did  any  of  them  go  in? 

Vice  Comdr.  Sansone.  I  have  to  back  up  and  cover  some  terri- 
tory that  you  missed  in  my  summary  statement. 

Mr.  Penny.  Fine. 

Vice  Comdr.  Sansone.  But  in  brief,  there  was  a  special  agree- 
ment that  we  entered  into  with  U.S.-flag  container  operators,  and 
I  think  what  you  are  referring  to  is  the  industry  practice  to  use 
relay  ports  or  load  centers  much  like  the  airlines  use,  so  that  a 
large  number  of  U.S.-flag  shipments,  container-sustainment  ship- 
ments, went  from  the  United  States  to  a  relay  port  and  were  then 
transshipped  to  another  ship  and  went  into  the  gulf.  I  think  that 
is  what  you  were  referring  to. 

Mr.  Penny.  Can  you  describe  for  me  the  purpose  in  that  trans- 
shipment? Is  it  to  get  them  on  smaller  vessels?  What  is 

Vice  Comdr.  SANSONE.  It  is  driven  by  economy  and  efficiency, 
and  utilizing  a  peace-to-war  transition.  In  other  words,  we  used  the 
U.S.  container  infrastructure  that  we  have  in  peacetime  for  the 
transition  to  a  wartime  emergency.  It  worked  perfectly.  Twenty- 
nine  or  30  percent  of  that  80  percent  of  the  cargo  moved  in  these 
U.S.-flag  container  ships  to  relay  points  and  on  to  the  Persian  Gulf. 

Mr.  Penny.  I  am  still  trying  to  get  a  bead  on  why— what  was  the 
technical  or  logistical  reason  for  them  to  be  transferred  to  another 
ship  rather  than  going  directly  into  the  gulf? 
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Vice  Comdr.  Sansone.  Many  of  the  ships  we  are  talking  about 
are  2,000,  3,000,  4,000,  20-foot  equivalent  container  capacity  ships. 
So  there  was  no  need  for  DOD  to  directly  supply  4,000  containers 
at  any  one  time.  What  we  chose  to  do 

Mr.  Penny.  So  they  off-loaded  and  then  went  into  smaller  install- 
ments? 

Vice  Comdr.  Sansone.  They  delivered  as  required  to  meet  the 
DOD  requirements.  This  was  a  very  efficient  way  of  moving  the 
cargo  and  allowed  commercial  cargo  to  move  at  the  same  time 

Mr.  Penny.  And  which  ships  were  then  used  for  the  ultimate  de- 
livery? Were  they  U.S.-flag  vessels?  Evidently  not. 

Vice  Comdr.  Sansone.  Typically  they  are  foreign-flag  feeder  ves- 
sels. For  example,  right  now,  if  we  went  to  war  we  would  use  prob- 
ably the  same  kind  of  system.  We  book  the  cargo  to  an  American 
carrier,  we  take  it  to  a  relay  point  and  then  it  would  be  trans- 
shipped to  the  theater  of  action. 

Mr.  Penny.  Could  you  speculate  for  me  what  the  military  would 
have  done  if  they  didn't  have  the  U.S.-flag  fleet  to  utilize  during 
the  gulf  war  period?  What  would  we  have  done?  What  ships  would 
we  have  used?  How  much  would  we  have  spent? 

What  logistically  in  terms  of  time  sensitivity,  et  cetera,  what 
would  have  been  the  differences  to  the  Department  of  Defense? 

Vice  Comdr.  SANSONE.  I  think  we  are  touching  on  a  difficult  area 
here,  because  we  are  looking  at  a  unique  situation  in  the  Persian 
Gulf,  and  when  we  plan  for  a  contingency,  we  plan  for  a  go-it-alone 
kind  of  scenario,  meaning  that  we  may  have  to  go  without  allies. 

President  Bush  built  a  tremendous  international  coalition  where 
there  were  large  numbers  of  ships  available.  So  I  think  the  Persian 
Gulf  scenario  is  unique  in  that  case.  In  future  contingencies  for 
planning,  we  csm't  count  on  allies,  or  may  not  be  able  to  count  on 
allies. 

So  we  need  to  have  a  U.S.-flag  capability  composed  of  modem 
and  efficient  container  ships,  breauk-bulk  ships,  roU-on/roU-off  ships. 

Mr.  Penny.  Ms.  Yim,  Congresswoman  Bentley  testified  that  only 
4  percent  of  U.S.  grain  is  shipped  on  U.S.-flag  vessels.  In  terms  of 
the  volume  of  business  for  the  U.S.-flag  industry,  how  does  that  4 
percent  of  all  agricultural  commodities  translate  into  a  percent  of 
total  U.S.-flag  shipments?  Do  you  have  those  numbers? 

Ms.  YiM.  I  think  what  she  was  talking  about  was  agricultural  ex- 
ports from  this  country  that  are  actually  subject  to 

Mr.  Penny.  That  are  subject  to  cargo  preference.  She  said  4  per- 
cent of  the 

Ms.  YiM.  That  means  that  therefore  75  percent  of  that  4  percent 
is  what  is  actually  mandated  to  be  carried  on  U.S.-flag  vessels.  So 
that  is  really  3  percent.  What  was  your  question? 

Mr.  Penny.  I  want  to  know,  of  the  total  volume  of  business  con- 
ducted by  U.S.-flag  ships,  I  am  talking  about  those  that  are  in- 
volved in  international  trade,  how  much  of  that  is  tied  to  the  cargo 
preference  law? 

Ms.  Yim.  Well,  first  of  all,  when  we  talk  about  the  transportation 
of  agricultural  commodities,  we  are  talking  about  a  certain  class  of 
carrier  which  is  the  bulk  carrier  primarily,  although  we  have  heard 
about  how  some  grain  has  been  transported  on  tankers  in  the  past, 
and  tankers  have  been  converted  to  carry  agricultural  commodities. 
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By  and  large  the  statistics  we  keep  at  MARAD  deal  with  bulk  car- 
riers. 

So  there  is  a  range — I  really  can't  answer  right  now.  I  have  some 
facts  in  front  of  me,  but  I  can't  really  pick  them  out  on  the  list  in 
front  of  me. 

Mr.  Penny.  The  3  percent  figure  would  give  the  impression  that 
the  cargo  preference  law  is  inconsequential  in  terms  of  the 
number 


Ms.  YiM.  It  is  very 

Mr.  Penny.  But  I  think  it  is  consequential  in  that  while  it  may 
be  3  percent  of  the  agricultural  commodities  that  are  required  to 
be  shipped  on  U.S. -flag  vessels,  of  those  flag  vessels  that  are  able 
to  carry  bulk  commodities,  I  would  guess  it  is  a  very  high  percent 
of  the  total  business  they  conduct  in  a  given  year. 

Ms.  YiM.  Definitely.  We  are  talking  about  17  or  18  vessels,  that 
is  all  that  we  have  left  in  the 

Mr.  Penny.  So  are  we  primarily  busy  with  nothing  other  than 
cargo  preference  shipments? 

Ms.  YiM.  No,  actually  these 

Mr.  Penny.  Who  else  hires  these  people? 

Ms.  YiM.  These  are  difficult  because  they  have  different  types  of 
charter  conditions  than  they  do  under  commercial  terms.  One  of 
the  things  that  Mr.  Goldthwait  and  I  have  been  working  on  is  the 
fact  that  the  donational  aid  programs  have  terms  for  shipment  that 
are  very  different  from  the  charter  terms.  And  so  the  bulk  carriers 
tend  to  want  more  certainty  and  reduction  of  risk,  and  therefore 
would  prefer  to  carry  their  commercial  cargo. 

So  that  is  about  the  best  I  can  say  in  responding  to  that  ques- 
tion. 

Mr.  Penny.  I  think  I  would  like  more  specific  information  on  that 
score. 

Ms.  YiM.  I  will  be  happy  to  follow  up. 

[The  information  follows:] 

The  bulk  carrier  segment  of  the  U.S.-flag  fleet  was  specifically  constructed  for 
cargo  preference  and  traditionally  carries  only  these  cargoes.  The  tanker  segment 
enters  the  preference  market  sporadically,  depending  on  the  conditions  prevailing 
in  the  domestic  oil  trade.  Barges  carry  both  Jones  Act  trade  and  preference  cargo. 
Occasionally,  a  break-bulk  vessel  will  leave  the  liner  trade  and  carry  a  bulk  cargo. 

Mr.  Penny.  When  you  negotiated  on  this — maybe  this  is  for  both 
you  and  Mr.  Goldthwait — when  you  negotiated  on  this  most  recent 
shipment  to  Russia,  initially  it  appeared  that  the  transportation 
cost  whereas  going  to  eat  up  30  to  40  percent  of  the  total  allocation, 
$700  million  in  food  aid  shipments,  and  I  think  we  were  looking 
at  an  initial  cost  at  $250  million  or  somewhere  in  that  range. 

You  negotiated  that  down  by  about,  what — was  it  $75  million — 
or  $100  million  was  negotiated  away  so  that  those  costs  were  not 
charged? 

Mr.  Goldthwait.  Well,  first  of  all,  we  are  dealing  with  esti- 
mates, because  the  freight  has  not  yet  been  fixed.  When  we  began 
to  design  the  program,  we  had  planned,  again,  based  on  what  we 
saw  freight  rates  were  doing  at  that  time,  we  had  planned  for  a 
component  of  around  $200  million  out  of  the  $700  million  for  the 
freight  costs. 


58 

At  that  particular  time  the  program  was  announced,  in  some  of 
our  tendering  for  earHer  commitments  for  food  aid  for  Russia  and 
other  parts  of  the  former  Soviet  Union,  freight  rates  were  very 
high.  And  looking  at  some  of  the  bids  that  had  been  received  on 
some  of  the  other  shipments,  otherwise,  largely  outside  the  Govern- 
ment, were  positing  that  of  the  $700  million,  as  much  as  $200  or 
$250  million  might  have  to  go  to  freight  costs. 

Again,  we  are  hopeful  that  by  all  three  parties  working  together 
here,  USDA,  maritime  industry,  the  Russian  side,  we  are  going  to 
hold  those  costs  down  to  $200  million,  possibly  even  a  little  below 
that. 

And  the  bids  that  we  have  seen  in  the  most  recent  tenders  would 
again  support  an  estimation  in  the  $200  million  range. 

Mr.  Penny.  Thank  you. 

Mr.  Barlow. 

Mr.  Barlow.  I  have  a  number  of  questions.  To  get  them  out  of 
the  way,  let  me  just  read  them  off  for  each  one  you  have  and  ask 
your  responses  in  writing,  if  I  may. 

Vice  Comdr.  Sansone,  I  understand  that  the  Department  of  De- 
fense has  financed  the  transportation  of  certain  food  aid  to  the 
former  Soviet  Union  to  which  cargo  preference  did  not  apply. 
Would  you  please  explain  DOD's  rationale  for  not  applying  cargo 
preference  and  who  at  DOD  made  that  decision? 

And  second,  don't  you  feel  from  the  Department  of  Defense 
standpoint  that  we  need  to  be  developing  technology  in  the  sealift 
area  and  not  only  in  terms  of  transfer  of  cargo  but  in  terms  of  pro- 
pulsion systems  and  so  forth,  and  that  one  of  the  ways  to  test  this 
new  technology  that  we  hope  will  be  developed  in  the  future  for  the 
sake  of  the  Department  of  Defense  and  merchant  marine  is  to  have 
this  ongoing  testing  capacity  in  the  form  of  a  civilian  merchant  ma- 
rine? 

I  would  like  to  have  your  written  responses  sent  to  my  office. 

Ms.  Yim,  Agriculture  Secretary  Espy  recently  entered  into  an 
agreement  with  Russian  officials  concerning  the  shipment  of  our 
food  aid  to  the  Commonwealth  of  Independent  States,  including 
remedies  for  the  treatment  of  U.S.  vessels  operators  in  Russian 
ports  where  shipments  reportedly  have  been  delayed  due  in  part  to 
the  terms  under  which  the  shipments  were  made,  and  other  prob- 
lems confronting  U.S.  operators. 

Please  outline  for  the  subcommittee  the  general  terms  of  that 
agreement. 

Second  question,  your  agency  has  oversight  responsibility  of  our 
cargo  preference  laws  to  ensure  that  Federal  cargo  provider  agen- 
cies comply  with  applicable  provisions.  Do  you  believe  your  agency 
has  adequate  authority  to  force  compliance  when  you  deem  a  Fed- 
eral agency  is  unwilling  to  comply  or  refuses  out  right  to  comply 
with  cargo  preference  requirements? 

And  if  you  believe  that  authority  is  lacking,  do  you  have  sugges- 
tions as  to  how  we  in  the  Congress  may  assist  you  legislatively  in 
strengthening  your  enforcement  authority? 

Mr.  Groldthwait,  wouldn't  we  in  agriculture  possibly  not  get  the 
best  service  from  the  agricultural  standpoint  if  this  program  were 
in  another  agency  than  USDA  in  terms  of  the  shipment  negotia- 
tions? 
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Second  question,  in  1985,  as  a  result  of  the  Food  Security  Act  en- 
acted by  Congress,  the  American  merchant  marine  received  an  in- 
crease from  50  percent  to  75  percent  the  volume  of  cargo  shipped 
under  Public  Law  480,  food  for  progress,  and  CCC  donations.  In  re- 
turn, the  American  merchant  marine  agreed  that  other  cargo  such 
as  blended  credit,  export  PIK  and  export  enhancement  programs 
were  exempt  from  cargo  preference  requirements. 

Can  you  tell  us  how  the  cargo  volume  shipped  under  each  of 
these  programs,  all  these  programs,  has  fluctuated  since  enacted  in 
1985,  and  explain  the  factors  affecting  these  fluctuations. 

Third  question,  in  a  statement  at  the  joint  hearing  by  the  Appro- 
priations Subcommittee  on  Commerce,  Justice,  State,  and  Judiciary 
and  Rural  Development,  Agriculture  and  Related  Agencies,  and  the 
Food  and  Drug  Administration — related  agencies  on  May  5,  you 
said,  referring  to  the  cargo  preference  laws,  "These  requirements 
can,  however,  be  costly  for  U.S.  agriculture."  You  went  on  to  quote 
from  a  Congressional  Research  study  as  to  how  much  cargo  pref- 
erence costs. 

My  question  to  you  is  this.  If  all  of  the  Federal  Grovemment  sub- 
sidies were  eliminated,  what  impact  would  that  have  on  America's 
farmers,  the  commodity  brokers  and  others  who  directly  receive  the 
benefits  of  our  subsidy  programs?  What  leads  you  to  believe  the 
money  saved  would  be  used  to  the  advantage  of  agriculture? 

And  one  more  question.  Ms.  Yim  commented  earlier  on  the 
America-Russia  agreement  governing  our  food  aid  shipment  to  the 
former  Soviet  Union.  Would  you  give  your  perspective  on  that 
agreement,  what  it  accomplishes  in  terms  after  American  agricul- 
tural interests  and  in  terms  of  the  American  merchant  marine  in- 
terests. And  send  a  copy  of  the  agreement  that  I  referred  to,  the 
American-Russia  agreement  to  my  office. 

Thank  you  very  much. 

Thank  you,  Mr.  Chairman. 

Mr.  Penny.  Everybody  has  some  homework  now. 

Mr.  Doolittle. 

Mr.  Doolittle.  Mr.  Goldthwait,  in  the  June  4,  1993,  Journal  of 
Commerce,  it  was  reported  that  the  Russian  delegation  rejected  a 
USD  A  request  that  Russian  ports  give  priority  berthing  to  U.S. 
vessels  carrying  grain  into  that  country.  Is  that  accurate? 

Mr.  GkDLDTHWAlT.  That  is  correct. 

Mr.  Doolittle.  Did  they  offer  anything  in  lieu  of  that? 

Mr.  Gk)LDTHWAiT.  Yes,  they  made  a  series  of  additional  commit- 
ments, the  two  most  important  of  which  are  to  guarantee  non- 
discrimination against  U.S.-flag  vessels,  and  further,  to  guarantee 
rapid  discharge  of  U.S.-flag  vessels. 

The  Russians  felt  that  at  a  time  when  they  are  receiving  assist- 
ance from  a  number  of  countries,  they  could  not  in  effect  single  out 
the  flag  vessels  of  one  country  and  commit  to — put  them  in  front 
of  the  line,  so  to  speak. 

Mr.  Doolittle.  Are  we  the  largest  provider  of  assistance,  just 
out  of  curiosity? 

Mr.  Gk)LDTHWAlT.  Yes,  we  probably  are,  for  Russia. 

Mr.  Doolittle.  With  regard  to  the  food  for  progress  prograni, 
the  United  States  has  donated,  as  I  understand  it,  66.5  million  dol- 
lars' worth  of  commodities  and  is  giving  Russia  433.5  billion  dol- 
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lars'  worth  of  commodities  under  a  low-interest,  long-term  credit. 
Is  this  a  15-year  loan? 

Mr.  GOLDTHWAIT.  It  is. 

Mr.  DOOLITTLE.  What  is  the  rate  of  interest  on  that  loan? 

Mr.  GOLDTHWAIT.  The  rate  of  interest  is  3  percent  during  part 
of  the  time  and  4  percent  during  the  remainder  of  the  time. 

Mr.  DOOLITTLE.  What  is  current  market  rate  of  interest? 

Mr.  GOLDTHWAIT.  Current  market  rates  of  interest  are  between 
4  and  5  percent — 6  percent. 

Mr.  DOOLITTLE.  Do  we  have  any  collateral  for  that  loan? 

Mr.  GrOLDTHWAlT.  We  have  the  guarantee  of  the  Russian  Grovem- 
ment  that  it  will  be  repaid. 

Mr.  DOOLITTLE.  Thank  you. 

Mr.  Penny.  Thank  you.  I  appreciate  the  testimony  of  this  panel. 

I  think  Mr.  Allard  has  one  final  question  that  he  wants  to  pur- 
sue, and  then  we  will  move  on  to  the  next  panel. 

Mr.  Allard.  One  thing  that  I  would  like  to  get  on  the  record, 
and  the  reason  for  it  is  I  want  to  know  if  these  figures  have 
changed,  and  bring  them  up  to  date  if  we  possibly  can. 

In  April  of  this  year,  1993,  per  the  Maritime  Administration, 
there  was  $25  to  $20  per  ton  for  foreign-flag  vessels  and  then  $57 
to  $70  per  ton  for  U.S.-flag  vessels.  And  in  May  1993,  per  USDA, 
we  had  $69  to  $120  per  ton  for  U.S.-flag  vessels.  What  are  the  cur- 
rent figures  as  of  today  on  foreign-flag  ships  as  opposed  to  U.S.-flag 
ships? 

Mr.  GOLDTHWAIT.  If  I  may,  Congressman  Allard,  I  will  give  you 
the  actual  average  figures  for  both  foreign  and  U.S.-flag  vessels  so 
far  this  fiscal  year. 

Mr.  Allard.  That  is  up  to — as  of  today's  date? 

Mr.  GOLDTHWAIT.  Up  to  about  1  week  ago. 

Mr.  Allard.  1  week  ago.  OK. 

Mr.  GrOLDTHWAlT.  For  foreign-flag  vessels  average  figure  is 
around  $29,  and  in  the  case  of  U.S.  vessels,  it  is  around  $67. 

Ms.  YiM.  If  I  might  add  to  that,  this  is  regarding  the  donational 
cargo,  right? 

Mr.  GOLDTHWAIT.  Well,  donational  and  concessional. 

Mr.  Allard.  Thank  you,  Mr.  Chairman. 

Mr.  Penny.  One  last  question  of  Vice  Comdr.  Sansone.  Has  the 
military  considered  picking  up  more  of  this  responsibility  internal 
to  the  Navy  or  through  the  Reserve  component  rather  than  relying 
on  the  U.S.-flag  ship  industry? 

You  already  have  the  Ready  Reserve,  which  you  indicated  pro- 
vided perhaps  20  percent  of  the  shipments  during  the  gulf  period. 
Have  you  considered  broadening  or  expanding  your  efforts  in  that 
regard? 

And  if  so,  would  it  be  more  or  less  costly  than  contracting  with 
the  U.S.-flag  fleet  industry? 

Vice  Comdr.  Sansone.  In  my  view,  Mr.  Chairman,  the  effort  has 
been  the  reverse,  that  is,  to  rely  more  on  the  private  sector  because 
it  is  more  efficient  to  do  so.  TTiat  is,  you  have  a  viable,  live  mer- 
chant marine  industry,  rather  than  a  parking  lot  of  ships  that  re- 
quires us  to  manage  and  maintain  them. 

So  our  efforts  have  been  to  support  the  merchant  marine  wher- 
ever possible  through  cargo  preference. 
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Mr.  Penny.  And  other  subsidies? 

Vice  Comdr.  Sansone.  From  the  Defense  Department  standpoint, 
this  is  the  only  indirect  subsidy  that  we  pay. 

Mr.  Penny.  I  thank  you  for  your  testimony.  I  thank  the  panel- 
ists. 

Next  we  want  to  call  forward  Mr.  Allan  Mendelowitz,  Director, 
International  Trade,  Finance  and  Competitiveness,  General  Gk)v- 
ernment  Division,  U.S.  Greneral  Accounting  Office. 

Mr.  Mendelowitz,  welcome  to  the  subcommittee.  Your  entire  tes- 
timony and  supporting  documents  will  be  included  in  the  sub- 
committee record.  Summarize  as  best  you  can. 

STATEMENT  OF  ALLAN  I.  MENDELOWITZ,  DIRECTOR,  INTER- 
NATIONAL TRADE,  FINANCE,  AND  COMPETITIVENESS,  GEN- 
ERAL GOVERNMENT  DIVISION,  U.S.  GENERAL  ACCOUNTING 
OFFICE,  ACCOMPANIED  BY  N.  SCOTT  EINHORN,  PROJECT 
MANAGER;  PHILLIP  THOMAS,  ASSISTANT  DIRECTOR;  AND 
SHEILA  RATZENBERGER,  ASSISTANT  GENERAL  COUNSEL 

Mr.  Mendelowitz.  Thank  you,  Mr.  Chairman. 

First,  I  would  like  to  introduce  my  colleagues  who  are  with  me. 
Mr.  Scott  Einhom,  Project  Manager,  who  has  been  heading  up  our 
work  on  food  aid.  Mr.  Phillip  Thomas,  our  Assistant  Director.  And 
Ms.  Sheila  Ratzenberger,  Assistant  Greneral  Counsel. 

I  am  more  than  happy  to  submit  the  full  statement  for  the  record 
and  just  make  some  brief  comments.  In  my  statement  I  discuss  a 
number  of  issues  including  the  cost  of  cargo  preference  and  how  it 
has  changed  overtime,  and  problems  with  the  availability,  timeli- 
ness, and  cost  of  service  provided  by  cargo  preference  carriers.  This 
latter  information  is  included  in  appendix  2  of  my  statement. 

For  example,  cargo  preference  costs,  across  all  agencies  in  1992, 
were  $549  million.  And  of  this  total,  DOD  cargo  accounted  for 
about  $343  million  of  the  cost,  about  62  percent,  and  USDA  sup- 
port accounted  for  $117  million,  which  was  about  21  percent  of  the 
total. 

I  have  been  listening  to  the  questions  and  the  discussion  this 
morning,  and  I  gave  careful  thought  to  what  I  might  say  that 
would  be  a  little  different  than  everjrthing  that  has  been  said  be- 
fore me  in  order  to  not  waste  your  time  by  being  redundant. 

If  you  turn  to  appendix  2  and  you  look  at  the  budgetary  support 
that  is  provided,  I  think  that  the  discussion  of  the  Russian  food  aid 
issue  raises  an  important  question  which  I  think  should  be  pon- 
dered with  respect  to  the  issue  of  cargo  preference  and  agricultural 
aid  exports. 

If  you  look  at  the  budget  for  1991-1992,  the  President's  esti- 
mated budget  for  1993  and  the  estimated  budget  for  1994,  you  see 
that  the  Department  of  Agriculture  has  in  its  budget  something  on 
the  order  of  about  $100  million,  a  little  more  than  $100  million  per 
year  to  support  cargo  preference. 

If  you  look  at  the  economics  of  an  industry  like  ocean  shipping, 
I  think  it  is  clear  that  this  is  an  industry  that  involves  substantial 
capital  equipment.  Boats  or  ships  are  expensive.  They  represent 
long-term  investment  decisions.  The  average  life  of  a  ship  is  many 
years.  Because  of  this,  I  think  that  the  issue  of  how  large  the  fleet 
is  that  is  supported  for  national  security  purposes  by  cargo  pref- 
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erence,  is  influenced  by  the  ongoing  baseline  support  that  is  pro- 
vided every  year. 

If  you  look  at  the  figures  that  were  in  the  President's  budget  for 
1993,  about  $135  million  was  provided  for  cargo  preference  in  the 
budget  of  the  Department  of  Agriculture.  That  figure  does  not  in- 
clude the  estimated  cost  associated  with  the  food  aid  announced  for 
the  former  Soviet  Union  this  spring.  And  I  think  that  raises  a  real- 
ly interesting  question. 

Prior  to  1993,  the  Soviet  Union  and  then  its  successor  states  was 
receiving  food  under  the  GSM-102/103  program.  When  they  de- 
faulted on  their  obligations  under  this  program,  they  were  no 
longer  eligible  for  new  credits.  In  an  effort  to  provide  assistance  to 
Russia  and  in  an  effort  to  maintain  Russia  as  a  market,  the  De- 
partment of  Agriculture  looked  for  a  new  way,  a  new  program  to 
keep  them  as  a  U.S.  market. 

The  food  for  progress  program  was  the  alternative.  Because  food 
for  progress  was  chosen,  food  shipments  to  Russia  fell  under  cargo 
preference,  as  was  not  the  case  with  GSM-102/103.  As  a  result  of 
the  change  in  programs,  the  USDA  cost  for  cargo  preference  went 
up  by  $100  million.  In  other  words.  Department  of  Agriculture 
costs  for  cargo  preference,  which  were  budgeted  for  1993  at  about 
$135  million,  went  up  about  another  $100  million,  almost  doubling. 

I  think  an  important  question  should  be  posed.  If  we  have  cargo 
preference  for  national  security  purposes,  it  is  because  the  Defense 
Department  must  have  in  mind  a  certain  size  U.S. -flag  fleet  that 
it  feels  is  important  to  have  available  for  national  security  in  emer- 
gencies. If  that  is  the  case,  does  an  unanticipated,  one-time  jump 
in  the  amount  of  money  the  U.S.-flag  fleet  receives  because  of,  for 
example,  the  shift  of  Russia  from  GSM-102/103  to  food  for 
progress,  does  that  really  contribute  anything  to  the  size  of  the 
U.S.  fleet  that  is  maintained  for  national  security  purposes?  Name- 
ly, if  I  were  a  shipper,  and  I  was  running  a  U.S.-flag  fleet,  would 
suddenly  having  one-time  access  to  some  additional  revenue  cause 
me  to  change  the  size  of  the  fleet? 

I  think  that  is  an  important  question  that  might  be  addressed  to 
those  who  are  debating  this  issue  and  trjdng  to  decide  how  best  to 
resolve  the  national  interests  with  respect  to  the  cargo  preference 
issue  and  the  national  security  issue,  and  the  best  way  to  organize 
the  agricultural  programs. 

Thank  you. 

[The  prepared  statement  of  Mr.  Mendelowitz  appears  at  the  con- 
clusion of  the  hearing.] 

Mr.  Penny.  Thank  you. 

In  your  testimony,  you  indicated  that  between  1981  and  1989  the 
cost  per  metric  ton  of  cargo  preference  shipments  had  declined? 

Mr.  Mendelowitz.  Yes. 

Mr.  Penny.  Do  you  want  to  elaborate  as  to  why  that  happened 
in  that  timeframe? 

Mr.  Mendelowitz.  Well,  during  the  decade  for  which  we  re- 
ported that  information,  a  couple  of  things  happened,  probably 
most  important  was  the  fact  that  the  U.S.  fleet  became  a  more  effi- 
cient fleet.  The  ships  on  average  became  larger,  they  are  manned 
more  efficiently,  and  because  of  that,  the  cost  of  cargo  preference 
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as  measured  by  the  difference  between  the  cost  of  U.S.-flag  versus 
foreign-flag  decUned. 

Second,  there  was  a  change  in  the  way  USDA  appUed  cargo  pref- 
erence. Under  the  old  way  of  applying  cargo  preference,  when  50 
percent  of  the  shipments  had  to  be  shipped  on  U.S.  bottoms,  USDA 
applied  that  50  percent  requirement  to  each  country  receiving,  for 
example,  Public  Law  480,  title  I  assistance. 

After  the  cargo  preference  requirement  was  increased  from  50 
percent  to  75  percent,  USDA  came  up  with  a  more  flexible  way  of 
applying  the  75  percent  requirement,  applying  it  on  a  programwide 
basis,  and  that  gave  them  flexibility  to  capture  efficiencies  on  cer- 
tain routes,  and  on  routes  where  U.S.-flag  carriers  might  be  ex- 
tremely expensive,  to  rely  more  heavily  on  foreign-flag  vessels. 

Mr.  Penny.  Have  those  costs  begun  to  climb  again  in  the  post- 
1989  timeframe? 

Mr.  Mendelowitz.  Yes.  The  information  we  have  is  that  the 
costs  after  1989  have  gone  up  somewhat. 

Mr.  Penny.  And  do  you  know  what  the  underlying  factors  might 
be  as  to  why  those  costs  are  now  on  the  rise? 

Mr.  Mendelowitz.  Well,  we  were  able  to  ascertain  a  couple  of 
reasons  based  on  interviews  with  USDA  officials.  One  reason  pos- 
ited was  that  higher  OFD  costs  are  associated  with  smaller  ship- 
ments, smaller  shipments  are  less  efficient  to  hzindle. 

Last  year  when  the  OFD  went  up,  one  country  that  normally 
purchased  large  volumes  of  wheat  under  the  program  and  was  able 
to  access  more  efficient  shipping  of  this  commodity,  bought  signifi- 
cantly less  than  usual,  so  that  the  USDA  had  a  larger  number  of 
smaller  shipments  which  tended  to  be  less  efficient. 

The  second  reason  was  that  some  of  the  larger,  more  efficient 
U.S.-flag  vessels  were  taken  out  of  the  fleet  due  to  bankruptcies. 
So  there  is  a  loss  of  efficiency  on  the  production  side,  and  a  loss 
of  efficiency  when  you  move  from  larger  shipments  to  smaller  ship- 
ments. 

Mr.  Penny.  When  you  say  the  larger  vessels,  were  those  bulk 
cargo  vessels? 

Mr.  Mendelowitz.  That  is  our  understanding. 

Mr.  Penny.  So  we  are  shipping  in  smaller  increments  and  cost 
per  metric  ton  therefore  goes  up,  rises? 

Mr.  Mendelowitz.  Yes. 

Mr.  Penny.  You  also  mentioned  in  your  testimony  that  during 
Desert  Shield,  there  was  a  limited  availability  of  U.S.-flag  vessels 
during  that  initial  phase.  Can  you  explain  what  then  happened? 

The  military  was  required  to  make  all  of  its  shipments  on  U.S. 
vessels;  is  that  true?  If  that  is  true,  how  did  they  get  through  that 
timeframe  in  which  U.S.-flag  vessels  weren't  available,  and  what 
accounts  for  the  fact  that  those  vessels  were  not  available? 

Mr.  Mendelowitz.  DOD-impelled  cargos  are  by  law  supposed  to 
be  shipped  on  100  percent  U.S.  bottoms.  However,  there  are  waiver 
provisions;  one  of  them  is  if  U.S.-flag  vessels  are  not  available  and 
there  is  an  urgent  need,  DOD  can  rely  on  foreign-flag  vessels. 

With  the  beginning  of  the  Desert  Shield  effort,  there  was  an  ur- 
gent need  for  a  lot  of  sealift  capacity  right  away.  There  were  obvi- 
ously, because  of  the  small  size  of  the  U.S.  fleet,  there  was  not  suf- 
ficient U.S.-flag  capacity  available. 
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DOD  contracted  with  a  large  number  of  foreign-flag  vessels.  As 
I  said  in  my  statement,  during  the  period  of  the  Desert  Shield  ef- 
fort, the  Military  Sealift  Command  contracted  with  a  total  of  206 
vessels,  out  of  that  total  177  or  86  percent  were  foreign-flag  and 
the  remaining  were  U.S.-flag. 

However,  the  foreign-flag  vessels,  even  though  they  were  large  in 
number,  only  accounted  for  about  one-quarter  of  the  goods  shipped 
by  DOD  during  the  time  period  of  Desert  Shield,  and  approxi- 
mately 75  percent  of  the  total  was  shipped  on  U.S.  bottoms. 

And  I  think  the  reason  given  earlier  is  correct,  namely  that  for- 
eign-flag vessels  were  one-  or  two-time  charters,  and  the  U.S.-flag 
vessels  were  chartered  for  the  whole  period.  And  second,  the  U.S. 
ships  tended  to  be  larger  than  the  foreign-flag  vessels  and  were 
able  to  carry  more. 

Mr.  Penny.  But  the  reason  as  to  why  initially  we  weren't  able 
to  begin  shipments  on  U.S.-flag  vessels,  what  was  the  hangup? 

Mr.  Mendelowitz.  There  were  two  reasons.  One,  there  weren't 
enough.  And  second,  not  all  U.S.-flag  vessels  at  sea  in  fact  made 
themselves  available.  In  my  statement  I  cited  an  example  of  this. 

For  example,  in  December  1990,  there  was  a  requirement  to 
charter  a  U.S.-flag  vessel  for  security  reasons.  There  are  some 
things  DOD,  will  even  in  an  emergency,  can't  ship  on  foreign-flag 
because  of  security  considerations.  So  this  was  one  of  those  in- 
stances where  we  had  to  get  a  U.S.-flag  ship. 

The  Military  Sealift  Command  identified  three  potential  suppli- 
ers who  each  had  an  acceptable  U.S.-flag  ship  available.  Two  of 
these  suppliers  expressed  no  interest  in  the  proposed  charter,  and 
the  Military  Sealift  Command  in  the  end  negotiated  the  charter 
with  the  supplier  of  the  third  ship.  And  basically  those  two  ships 
weren't  available  because  their  owners  weren't  interested  because 
they  didn't  want  to  give  up  their  commercial  trade. 

Mr.  Penny.  And  then  we  had  to  negotiate  with  the  third  ship- 
ping company? 

Mr.  Mendelowitz.  Yes. 

Mr.  Penny.  How  would  you  describe  the  process  whereby  the 
DOD  or  the  Department  of  Agriculture  negotiates  for  these  rates? 

Mr.  Mendelowitz.  My  understanding  of  the  process  is  that  it  is 
much  like  any  negotiation  process.  The  person  getting  paid  wants 
to  get  as  he  can,  the  person  doing  the  pajdng  wants  to  pay  less, 
and  they  sit  and  negotiate  over  it. 

I  have  some  statistics,  for  example,  on  shipments  to  Russia 
under  the  food  for  progress  programs  in  1993.  And  it  shows  the 
range  of  bids  to  carry  the  commodities  and  the  actual  prices  paid. 

AjQd  I  would  say  generally  speaking,  the  American  flag  vessels 
bid  in  a  range  from  something  that  was  fairly  reasonable  to  a  very 
high  rate.  MARAD  has  available  guideline  rates  which  give  USDA 
some  notion  about  what  appropriate  costs  are  for  these  ships  and 
what  are  appropriate  rates  of  return,  and  what  a  fair  shipping  rate 
would  be,  and  they  sit  there  and  negotiate  over  it.  The  rates  that 
are  finally  fixed  generally  tend  to  be  in  the  lower  range  of  what  is 
bid. 

Mr.  Penny.  We  can  get  into  this  in  more  detail.  I  do  want  to  pro- 
vide time  for  Mr.  Allard  and  Mr.  Rose. 
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Recognizing  that  the  costs  vary  from  company  to  company  de- 
pending upon  debt  load  and  other  factors  that  are  certainly  not 
consistent  throughout  the  industry,  do  we  have  a  process,  however, 
whereby  we  can  measure  these  bids  against  actual  costs  per  firm? 
Can  we  identify  where  in  fact  we  might  be  gouged  and  where  in 
fact  we  are  getting  a  good  deal? 

Mr.  Mendelowitz.  My  understanding  is  that  the  Maritime  Ad- 
ministration has  extensive  cost  data,  and  based  on  the  extensive 
cost  data,  develops  guideline  rates  which  reflect  the  cost  of  ship- 
ping plus  a  fair  return.  Those  form  the  reference  point  USDA  uses 
to  try  to  establish  what  is  a  fair  rate. 

I  do  have  to  point  out,  though,  that  when  it  comes  to  shipping 
services,  there  are  overtime  and  on  different  routes  wide  fluctua- 
tions in  rates  charged  by,  for  example,  foreign-flag  vessels.  Ship- 
ping is  an  industry  which  goes  through  feast-and-famine  cycles, 
and  there  are  times  when  there  is  a  tremendous  surplus  of  ships 
on  the  high  seas  and  times  when  there  is  tightness  in  capacity. 
And  supply  and  demand  works,  and  rates  vary  widely  reflecting 
the  supply  of  and  demand  for  the  available  capacity. 

Mr.  Penny.  I  have  a  couple  of  more  questions  along  that  line,  but 
I  want  to  defer  to  Mr.  Allard  and  then  Mr.  Rose  for  questions. 

Mr.  Allard.  From  your  perspective,  I  thought  if  you  would  just 
take  some  time,  Mr.  Mendelowitz,  about  your  perception  of  the 
maritime  industry.  How  many  ships  do  we  have  out  there?  How 
many  of  them  ship  agricultural  products?  What  type  of  cargo  do 
they  generally  ship?  That  type  of  thing. 

Mr.  Mendelowitz.  Well,  as  I  reported  in  my  statement,  over  the 
period  that  we  looked  at,  both  in  our  1990  report  and  in  the  effort 
to  update  that  information,  we  have  had  a  gradual  decline  in  the 
number  of  U.S.-flag  vessels.  In  1989,  in  both  the  active  and  the  in- 
active fleet,  there  are  about  661 

Mr,  Allard.  Let  me  interrupt  you  there,  if  I  might,  because  we 
had  earlier  testimony  that  said  that  because  our  vessels  are  larger, 
we  need  fewer  of  them  in  the  comparison  between  vessels  now  and 
then.  So  how  does  that  compare  in  tonnage?  For  example,  even 
though  we  have  fewer  vessels,  are  we  are  shipping  a  greater  ton- 
nage? 

Mr.  Mendelowitz.  What  we  found  in  the  1990  report  is  that  the 
number  of  ships  available  in  the  active  and  inactive  fleet  had  de- 
creased substantially,  but  the  actual  tonnage  had  increased  a  little 
bit,  because  the  average  size  of  the  ships  had  gone  up.  I  think  that 
observation,  namely  that  there  is  a  shift  to  larger,  more  efficient 
ships  that  require  fewer  crew  and  fewer  numbers  of  ships  to  move 
the  necessary  cargo,  is  a  correct  observation. 

Mr.  Allard.  Thank  you. 

What  type  of  cargo  are  these  large  ships  mostly  hauling? 

Mr.  Mendelowitz.  There  is  actually  quite  a  variety  in  the  type 
of  ships  out  there.  There  are  general  cargo  ships  that  tend  to  be 
liners,  they  take  break-bulk,  pallets,  boxed  things,  not  container- 
ized, but  crated  commodities.  There  are  bulk  carriers  which  tend 
to  carry  bulk  agricultural  commodities  like  grains,  and  tankers 
which  tend  to  carry  liquids.  There  is  also  a  whole  range  of  service. 
There  are  liners,  tramps,  and  charters.  Liners  are  ships  that  ply 
the  oceans  on  fixed  schedules.  They  are  scheduled  to  arrive  at  a 
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certain  port  on  a  certain  date  so  that  cargo  c£in  be  put  on  or  off- 
loaded. 

Charters  are  ships  which  you  go  out  and  hire  and  they  sail  when 
you  want  them,  where  you  want  to  go. 

Tramps  are  something  in  between.  They  don't  follow  a  fixed 
schedule,  they  move  around,  they  go  from  port  to  port  based  on 
what  kind  of  cargo  they  pick  up  and  where  that  cargo  wants  to  go, 
they  just  add  that  port  onto  their  schedule. 

Mr.  Allard.  I  see  a  newspaper  article  here  talking  about  U.S. 
ships  being  tied  up  in  some  of  the  Russian  ports.  And  part  of  the 
argument  that  was  made  or  part  of  the  discussion  in  the  article — 
I  don't  know  if  it  was  an  argument — part  of  the  discussion  in  the 
article  was  that  a  lot  of  the  transportation  systems  that  were  need- 
ed to  move  the  grain  inland  to  Russia  were  not  available  because 
they  were  tied  up  with  other  transportation  needs  which  may  be 
moving  some  of  the  Russian  commodities  inland  and  around  Rus- 
sia. 

Can  anybody  on  the  panel  comment  on  that  article? 

Mr.  Mendelowitz.  I  didn't  see  the  article,  but  I  am  thinking 
back  to  what  we  did  learn  in  some  of  our  work  on  what  the  food 
transportation  and  storage  system  was  in  the  Soviet  Union.  It  is 
a  different  system  than  the  U.S.  system. 

In  the  United  States  there  tends  to  be  storage  for  bulk  commod- 
ities on  the  farm  and  in  grain  silos  at  key  transportation  points  in 
the  farming  regions.  In  the  Russian  system,  bulk  storage  tended  to 
be  in  the  cities,  at  the  markets,  and  when  crops  were  harvested, 
they  had  to  be  moved  immediately  off  the  farm  to  the  storage  facili- 
ties. 

If  the  article  you  are  talking  about  refers  to  a  period  when  the 
Soviets  were  harvesting  their  own  crops,  it  is  quite  possible  that 
they  had  available  capacity  tied  up  trying  to  move  things  from 
farm  to  storage,  because  their  storage  is  not  close  to  the  farms. 

Mr.  Allard.  In  your  view,  if  we  didn't  have  cargo  preference  for 
the  bulk  agricultural  commodities,  what  would  happen  to  the  mari- 
time industry?  Would  they  continue  to  have  an  increase  in  tonnage, 
in  shipping,  or  would  it  level  out?  Would  it  temporarily  level  out 
£ind  then  increase?  What  would  you  see  happening? 

Mr.  Mendelowitz.  I  have  to  be  quite  honest.  I  am  not  an  expert 
on  the  maritime  industry.  I  am  not  sure  I  can  forecast  that.  But 
my  guess  is  that  you  would  still  have  the  U.S.-flag  fleet  despite  cer- 
tain inefficiencies,  some  of  which  are  associated  with  manning 
laws,  because,  offsetting  those  inefficiencies,  you  have  Government 
subsidies.  As  long  as  you  have  an  industry  which  is  less  efficient 
than  the  foreign  competition,  and  only  able  to  attract  cargo  because 
it  is  subsidized,  if  you  remove  the  subsidy,  my  assumption  is  the 
industry  would  shrink  because  it  would  not  have  the  capability  to 
be  competitive. 

I  think  basically,  whether  you  have  a  U.S.-flag  fleet  at  that  point 
would  then  depend  exclusively  on  the  ability  of  the  industry  to 
make  itself  equally  competitive  with  the  flag  vessels  of  other  coun- 
tries. 

Mr.  Allard.  Thank  you,  Mr.  Chairman.  I  see  my  time  is  up. 

Mr.  Penny.  Mr.  Rose. 
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the  target  price  is  $2.75.  So  on  that  kind  of  com,  base  com  that 
gets  deficiency  payments,  if  the  subsidy  to  the  famier  is  75  cents 
a  bushel,  and  I  will  confuse  this  question  by  asking — well,  let  me 
ask  this  part  first. 

If  the  subsidy  to  the  farmer  is  75  cents  a  bushel,  what  is  the  sub- 
sidy per  bushel  to  the — I  know  you  are  not  going  to  have  this  here. 

Mr.  Mendelowitz.  If  you  can  tell  me  how  many  bushels  go  into 
a  ton,  I  can  give  you  the  answer  on  the  spot. 

Mr.  Rose.  There  are  36.75  bushels  in  a  ton. 

Mr.  Mendelowitz.  If  we  round  up  and  say  basically  37  bushels 
in  a  ton,  then  the  subsidy  to  move  a  bushel  of  com  to  the  Baltic 
ports  in  1993,  in  terms  of  the  higher  cost  associated  with  the  OFD, 
is  approximately  $1  a  bushel. 

Mr.  Rose.  How  much  of  a  subsidy  is  it  if  there  is  no  repayment 
by  the — if  the  Russians  don't  pay  us  back,  how  much  of  a  subsidy? 
What  I  am  getting  at  here  is  that  the  farmer  gets — ^the  market- 
place gives  the  farmer  $2  a  bushel.  The  Government  gives  him  75 
cents.  And  I  assume  these  three  food  purchases  are  shipped  by 
grain  dealers,  or  else  they  wouldn't  be  complaining  about  this  ar- 
rangement. So  it  is  not  a  direct  USDA-handled  shipment  of  grain. 
USDA  buys  the  grain  from  a  grain  dealer,  right? 

Mr.  Mendelowitz.  Yes. 

Mr.  Rose.  And  the  grain  dealer — does  the  grain  dealer  sell  it,  on 
these  three  food  items,  does  he  get  paid  a  little  profit  when  he  sells 
that  grain  to  the  Grovemment  to  go  on  a  free  food 

Mr.  Mendelowitz.  My  assumption  is  nobody  sells  anything  ex- 
cept for  profit. 

Mr.  Rose.  Exactly.  You  don't  know  how  much,  do  you? 

Mr.  Mendelowitz.  I  don't  know  how  much,  but  my  assumption 
is  they  are  in  business  to  make  a  profit. 

Mr.  Rose.  I  understand,  but  can  you  find  out  for  me  how  much 
the  GrOvemment  pays  a  bushel? 

Mr.  Mendelowitz.  Sure. 

Mr,  Rose.  For  this  free  grain?  Because  when  the  Grovemment 
doesn't  get  the  money  back  from  the  foreign  government,  i.e.  Rus- 
sia, it  is  not  only  subsidizing  the  farmer  and  the  maritime  inter- 
ests, it  is  subsidizing  the  grain  dealer,  isn't  it? 

Mr.  Mendelowitz.  Yes. 

Mr.  Rose.  I  want  to  get  all  this  in  perspective.  You  may  have  to 
send  me  a  letter  and  send  a  copy  for  the  record,  but  I  would  like 
to  have  that. 

[The  information  follows:] 
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GAO 


United  StAtes 

General  Accounting  ORIce 

Washington,  D.C.  20S48 


General  Government  Division 


August    17,    1993 


The  Honorable  Charlie  Rose 
Subcommittee  on  Foreign  Agriculture 

and  Hunger 
Committee  on  Agriculture 
House  of  Representatives 

Dear  Mr.  Rose: 

During  the  Subcommittee's  June  17,  1993,  hearing  on  cargo 
preference  Issues,  you  asked  that  I  send  you  a  letter 
explaining  the  difference  between  the  price  that  the 
Commodity  Credit  Corporation  (CCC)  pays  for  commodities  it 
exports  under  the  Food  for  Progress  (FFP)  program  and  the 
farm  price  of  commodities.   You  were  particularly 
interested  in  the  cost  of  CCC  purchases  of  commodities  from 
exporters  for  FFP  exports  to  Russia. 

As  a  background  to  answering  your  question,  I  thought  it 
would  be  useful  to  briefly  explain  the  relationship  between 
exporters  and  the  CCC  in  transactions  concerning  FFP  sales. 
After  an  agreement  is  signed  between  the  United  States  and 
a  foreign  country  for  FFP  exports,  the  foreign  country 
applies  to  the  U.S.  Department  of  Agriculture  (USDA)  for  a 
purchase  authorization  (PA).   The  PA  spe -if ies  the  maximum 
dollar  amount  authorized  and  the  period  during  which 
commodities  may  be  purchased  and  delivered.   After  the  PA 
Is  provided,  the  foreign  country  prepares  a  draft 
Invitation  For  Bid  (IFB),  which  is  reviewed  and  approved 
by  USDA  before  being  issued  by  the  foreign  country's 
embassy  in  Washington,  DC.   Exporters  whose  eligibility  to 
participate  in  title  I  sales  has  been  previously  approved 
by  USDA  may  then  submit  their  bids  to  the  foreign  embassy. 
Bids  are  jointly  reviewed  by  the  representatives  of  the 
foreign  country  and  USDA.   The  successful  supplier  is 
required  to  register  the  sale  with  USDA  and  obtain  approval 
of  the  contract  terms.  Including  the  price  of  the 
commodity.   The  successful  supplier  is  paid  by  a  bank  in 
the  United  States  which,  in  turn,  is  reimbursed  by  USDA 
when  the  commodities  are  delivered  to  a  port  of  export  in 
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the  United  States.   The  transportation  of  the  commodities 
from  the  United  States  to  the  foreign  country  Is  made  under 
a  separate  IFB,  which  USDA  also  reviews  prior  to  approval. 

According  to  USDA,  Russia  has  not  applied  for  a  purchase 
authorization  for  the  $700  million  In  commodities 
assistance  announced  by  President  Clinton,  and  therefore, 
no  FFP  sales  have  been  made  to  Russia  to  date.   The  FFP 
agreement  with  Russia  expires  on  September  30,  1993,  and 
FFP  sales  cannot  be  made  under  the  agreement  after  that 
date.   Actual  prices  for  CCC  purchase  of  commodities  for 
export  to  Russia  under  the  FFP  program  are  not  yet 
determined.   The  actual  costs  to  CCC  are  determined  after 
bids  for  sale  to  Russia  are  submitted  and  selection  of 
suppliers  Is  finalized. 

We  were,  however,  able  to  estimate  prices  of  the 
commodities  slated  for  export  to  Russia  under  the  FFP 
program.  USDA  gave  us  Information  on  quantities  and  value 
of  commodities  under  the  FFP  agreements  with  the  Government 
of  Russia.   We  computed  estimated  prices  from  these  USDA 
data. 

According  to  USDA,  several  agreements  have  been  signed  with 
Russia  for  FFP  sales  of  commodities  totaling  $416.5 
million.   The  commodities  in  the  agreement  are  $44  million 
for  wheat,  $227.5  million  for  corn,  $105  million  for 
soybean  meal,  $7  million  for  rice,  $18  million  for  soybean 
oil,  $8  million  for  peanuts,  and  $7  million  for  poultry. 

Table  1  shows  that  the  average  expected  unit  costs  to  the 
CCC  for  these  commodities  are  $3.99  per  bushel  for  wheat, 
$2.41  for  corn,  $9.92  per  hundred  pound  weight  for  rice, 
23  cents  per  pound  for  soybean  oil,  33  cents  per  pound  for 
peanuts,  35  cents  per  pound  for  poultry,  and  $221  per 
metric  ton  for  soybean  meal. 

In  contrast,  the  farm  prlce--the  average  price  received  by 
fanners — of  the  same  commodities  in  crop  year  1993  is 
estimated  by  USDA  to  be  $2.85  per  bushel  for  wheat,  $2.10 
per  bushel  for  corn,  $6.25  per  hundred  pound  weight  for 
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rice,  23  cents  per  pound  for  soybean  oil,  31  cents  per 
pound  for  peanuts,  and  $189  per  metric  ton  for  soybean 
meal. 


Table  1:   Estimated  CCC  Purchase  Costs  of  Commodities  for  Export  Under  the  FFP 
Program  for  Russia 


Commodity 

Value 

(■iliion  $) 

Expected 
quantity 

(■etric  tons) 

Expected 

average  cost 

per 

metric  ton 

Expected 
average 
cost  per 
standard 
measurement 
unit* 

1993 
crop 
year 
farm 
prices 

Wheat 

$44.0 

300,000 

$146.67 

$3.99 

$2.85 

Corn 

227.5 

2,395,000 

94.99 

2.41 

2.10 

Soybean  meal 

105.0 

475,000 

221.05 

221.05 

188.75' 

Rice 

7.0 

32,000 

218.75 

9.92 

6.25 

Soybean  oil 
(refined) 

18.0 

36,000 

500.00 

0.23 

0.23 

Peanuts 

e.o 

11,000 

727.27 

0.33 

0.31 

Poultry 

7.0 

9,000 

777.78 

0.35 

n/a 

Legend:  n/a  =  Not  available 

The  standard  measurement  units  are  bushels  for  wheat  and  corn;  metric  tons 
for  soybean  meal;  hundred  pound  weights  for  rice;  and  pounds  for  soybean  oil, 
butter,  peanuts,  and  poultry. 


Source:  USOA. 


We  also  provide,  in  an  enclosure  to  this  letter,  a  detailed 
list  of  prices  that  USDA  estimates  for  the  commodities 
available  for  FFP  sales  in  fiscal  year  1994.  These  prices 
are  expected  prices  per  metric  ton  and  reflect  differences 
in  the  packaging  and  the  processing  of  the  commodities  in 
question. 
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I  hope  you  find  this  information  to  be  responsive  to  your 
question.   If  you  have  any  further  questions,  please 
contact  me  on  (202)  512-4812  or  Phillip  Thomas,  Assistant 
Director,  on  (202)  512-9892. 

Sincerely  yours. 


Allan  I.  Mendelowltz,  Director 
International  Trade,  Finance,  and 
Competitiveness 


Enclosure 
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ENCLOSURE 


ENCLOSURE 


EXPECTED  AVERAGE  COSTS  OF  COMMODITIES  AVAILABLE  FOR  FFP  EXPORTS  IN 
PISCAL  VEAft  16^4 


Commodity 

Average  cost  per 
metric  ton 

Wheat,  hard  red  winter,  bulk 

Wheat,  soft  red  winter,  bulk 

Wheat,  dark  northern  soft,  bulk 

Wheat,  generic  in  50  kg.  bags 

Flour,  all  purpose  enriched  and  bleached 

$120 
110 
165 
145 
210 

Yellow  corn,  bulk 
Yellow  corn  in  50  kg.  bags 
Corn  meal,  yellow  de- germed 
Corn  meal,  soy  fortified 

95 
120 
220 
255 

Soybeans  #2,  bulk 

240 

Sorghum  #2,  bulk 

Sorghum,  yellow  in  50  kg.  bags 

95  1 
115 

Bulgur  in  50  kg.  bags 

Bulgur,  soy  fortified  in  50  kg.  bags 

185 
200 

Rice,  milled  in  50  kg.  bags 

205 

Butter 

1.325 

Butter  oil 

1,700 

Evaporated  milk 

Nonfat  dry  milk,  fortified 

Nonfat  dry  milk 

Whole  dry  milk 

Whole  dry  milk,  instant 

255  1 
2,469 
2,425 
3,527 
3,637 

Infant  formula,  soy-based 
Infant  formula,  milk-based 
Baby  food,  jarred 
Infant  cereal,  rice 

7,716 
5,732 
1,905 
2,820 

Peanut  butter,  creamy 

1,765 

Beans,  small  red,  dry 
Beans,  pinto,  dry 
Beans,  black  turtle,  dry 
Beans,  great  northern,  dry 
Beans,  black-eyed 
Beans,  kidney,  It.  red,  dry 
Beans,  baby  lima,  dry 
Beans,  pea,  dry 

675 
200 
490 
435 
760 
960 
670 
670 

Peas,  whole  yellow,  dry 
Peas,  whole  green,  dry 

270 
390 

Lentils,  dry 

475 

Vegetable  oil 

640 

Poultry,  frozen  rear  leg  quartered 

775 

Pork  (3-cut  carcass) 

1,370 

Note:  Prices  vary  by  packing  size  and  processing  stage  of  commodities, 

Source:  Agricultural  Stabilization  and  Conservation  Service,  USDA, 
June  30,  1993. 
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Mr.  Rose.  Yes,  sir,  I  yield  to  you. 

Mr.  Allard.  I  understand  the  point  that  you  are  making  in  to- 
day's hearing,  but  there  would  be  times  one  would  expect  one 
wouldn't  make  a  subsidy  because  the  price  of  com  is  up,  in  which 
case  there  is  not  a  subsidy. 

Mr.  Rose.  There  is  not  a  subsidy  to  the  farmer? 

Mr.  Allard.  Right.  If  you  talk  about 

Mr.  Rose.  If  the  money  doesn't  get  repaid  we  are  subsidizing 
grain  dealers,  OK?  Just  like  we  are  now  subsidizing  Italy  for  Banca 
Nazionale  del  Lavoro  for  participating  in  our  scam  to  rearm  Sad- 
dam Hussein  to  about  $280  million. 

May  I  reclaim  my  time? 

Mr.  Allard.  You  can. 

Mr.  Rose.  Thank  you,  sir. 

Mr.  Allan  Mendelowitz,  is  it  true  that  various  foreign-flag  ship 
crews  refuse  to  sail  into  the  Persian  Gulf? 

Mr.  Mendelowitz.  I  am  sorry,  I  don't  know,  but  we  can  try  to 
provide  that  information. 

Mr.  Rose.  I  am  told,  this  may  have  come  up — I  am  sorry,  I  had 
to  vote  while  the  chairman  came  back  and  he  may  have  resumed 
questioning  right  away.  My  information  is  that  the  Military  Sealift 
Command  hired  180  foreign-flag  commercial  vessels  and  32  U.S.- 
flag  commercial  vessels;  is  that  correct? 

Mr.  Mendelowitz.  The  numbers 

Mr.  Rose.  For  the  Desert  Shield  activity. 

Mr.  Mendelowitz.  For  Desert  Shield,  the  numbers  we  reported 
were  that  between  August  10,  1990  and  January  18,  1991  the  Mili- 
tary Sealift  Command  chartered  a  total  of  206  vessels.  Out  of  that 
total  177,  or  86  percent,  were  foreign-flag,  and  the  remaining  29 
were  U.S.-flag. 

Mr.  Rose.  Is  there  a  difference  in  volume? 

Mr.  Mendelowitz.  Yes.  I  also  went  on  to  point  out  in  the  state- 
ment that  the  foreign-flag  vessels  accounted  for  about  25  percent 
of  the  total  volume  shipped  and  the  U.S.-flag  vessels  accounted  for 
about  75  percent,  and  the  reasons  why  were  that  U.S.-flag  vessels 
were  under  charter  for  the  whole  time  period  and  tended  to  be 
larger  ships.  The  foreign-flag  vessels  were  chartered  once  or  twice 
just  in  the  initial  phases,  primarily,  when  they  were  urgently  need- 
ed, and  they  tended  to  be  smaller. 

Mr.  Rose.  Thank  you. 

No  more  questions,  Mr.  Chairman. 

Mr.  Penny.  Back  to  that  point,  the  U.S.-flag  vessels  have  the  lib- 
erty to  say  no.  As  I  understand  it,  the  Department  of  Defense  pos- 
ture, if  they  can't  find  anybody  to  ship,  then  they  are  free  to  con- 
tract with  the  foreign  vessels,  or  if  for  some  other  reason  they  feel 
that  there  is  an  emergency  situation,  they  can  exempt  themselves 
for  the  requirement  to  contract  a  foreign  vessel. 

Mr.  Mendelowitz.  Yes. 

Mr.  Penny.  The  one  case  that  was  cited,  you  said  you  needed 
three  personnel  vessels? 

Mr.  Mendelowitz.  They  needed 

Mr.  Penny.  They  needed  one  but  they  had  three  companies? 

Mr.  Mendelowitz.  They  needed  an  American 

Mr.  Penny.  They  basically 
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Mr.  Mendelowitz.  What  was  going  to  be  shipped  was 

Mr.  Penny.  They  had  only  three  ships  that  were  appHcable  or 
suited  to  that  purpose,  £ind  only  one  was  made  available,  but  even 
though  it  was  made  available,  there  still  had  to  be  negotiation  over 
the  price? 

Mr.  Mendelowitz.  Right. 

Mr.  Penny.  It  doesn't  really  put  the  Government  in  a  very  strong 
negotiating  position,  does  it,  when  only  one  ship  is  available  and 
you  can't  play  one  bid  off  another? 

Mr.  Mendelowitz.  I  think  your  observation  is  correct.  The  only 
thing  that  might  strengthen  the  hand  of  the  DOD  negotiation,  and 
I  am  going  to  step  into  an  area  where  I  don't  have  a  lot  of  exper- 
tise, so  my  lawyer  may  have  to  help  me  on  this,  but  my  under- 
standing is  that  the  Defense  Production  Act  gives  the  Grovemment 
the  authority  to  compel  the  private  sector  to  make  resources  avail- 
able when  needed  for  national  security  reasons. 

And  while  there  was  only  one  ship  that  came  forth  voluntarily, 
and  therefore  DOD  negotiated  with  that  carrier  instead  of  enter- 
taining bids  from  multiple  carriers,  I  would  assume  that  in  the 
background  you  still  have  the  legal  authority  of  the  GrOvemment  to 
compel  the  private  sector  to  meet  national  security  needs  so 
that 

Mr.  Penny.  If  we  compel  them  to  do  so,  is  that  at  a  rate  deter- 
mined by  the  Grovemment? 

Mr.  Mendelowitz.  That  I  don't  know,  unfortunately. 

Mr.  Penny.  Does  anyone  know?  I  should  have  asked  this  of  the 
gentleman  from  the  Military  Sealift  Command.  I  think  there  is 
someone  in  the  room  that  has  the  answer.  I  would  simply  ask  that 
they  provide  that  information  to  my  office. 

I  know  the  cost  of  operation  varies  from  country  to  country,  var- 
ies for  a  whole  lot  of  reasons,  might  even  vary  from  season  to  sea- 
son, depending  on  demand  for  certain  types  of  ships.  Where  in  the 
world  are  we  competing  with  labor  rates  that  are  comparable  to  the 
United  States? 

Mr.  Mendelowitz.  I  don't  really  have  any  information 

Mr.  Penny.  I  am  told  based  on  other  sources  that  Norway  has 
labor  rates  that  are  at  a  par  with  the  United  States. 

Mr.  Mendelowitz.  My  only  information  on  that  would  be  the  in- 
formation discussed  earlier  in  the  hearing. 

Mr.  Penny.  Well,  then,  I  won't  pursue  that  line  with  you.  In  your 
testimony,  however,  you  had  a  footnote  where  you  indicated  that 
"Some  officials,  interestingly  those  involved  with  exporting  food, 
feel  that  in  general  U.S.-flag  companies  provide  poorer  service." 

Could  you  elaborate? 

Mr.  Mendelowitz.  When  we  did  our  report  in  1990,  we  reported 
that  the  lack  of  intense  competition  on  the  Grovemment  impelled 
portion  of  the  cargo  meant  that  there  weren't  a  lot  of  ships  avail- 
able, there  weren't  a  lot  participating,  and  one  of  the  consequences 
of  that  is  when  they  did  award  a  contract,  the  ships  tended  to  be 
late  quite  frequently. 

The  PVO's  that  we  were  using,  because  they  were  using  liners, 
tended  to  find  service  somewhat  more  of  a  problem.  The  USDA 
found  it  somewhat  less  of  a  problem.  But  it  was  a  problem. 


75 

So  there  was  a  problem  with  timely  lifting  of  the  cargo,  and  to 
the  extent  that  tankers  were  being  used  rather  than  general 
cargo — I  am  sorry,  rather  than  bulk  ships  for  carrying  agricultural 
commodities,  there  was  damage  to  the  commodities.  There  was  a 
report  from  USDA  that  a  much  higher  proportion  of  kernels,  for  ex- 
ample, when  shipping  corn,  were  getting  broken  and  damaged  be- 
cause tankers  were  being  used  to  meet  the  U.S.  cargo  preference 
requirement  rather  than  bulk  carriers. 

Mr.  Penny.  One  of  your  colleagues  is  nodding  his  head.  I  am  just 
curious.  Did  he  want  to  get  into  the  record  with  an  elaboration  on 
that  point? 

Mr.  Thomas.  In  our  statement  we  go  further  with  updated  infor- 
mation saying  the  timeliness  problems  continue 

Mr.  Penny.  Timeliness  problems?  And  that  has  to  deal  with  how 
soon  the  ships  are  made  available  or  how  long  it  takes  them  to  get 
there? 

Mr.  Thomas.  Both.  And  the  use  of  tankers  to  transport  Public 
Law  480,  title  I,  food  aid  remains  a  problem.  There  are  complaints 
about  that  because  of  conversion. 

Mr.  Penny.  Do  we  have  cost-plus  contracts?  Is  there  an  advan- 
tage for  them  to  take  longer? 

Mr.  Mendelowitz.  It  is  not  that  they  take  longer  on  the  high 
seas.  It  is  that  the  shipper  contracts  with  the  shipping  company  to 
have  the  vessel  show  up  at  a  certain  point  in  time. 

Mr.  Penny.  For  loading? 

Mr.  Mendelowitz.  For  loading,  and  the  vessel  doesn't  appear 
when  contracted  for. 

Mr.  Penny.  Is  that  because  they  are  busy  with  another  ship- 
ment? 

Mr.  Mendelowitz.  I  think  that  there  are  several  explanations. 
One  is,  for  example,  to  the  extent  to  which  the  PVO's  were  using 
liners,  liners  because  they  travel  between  fixed  ports  supposedly  on 
a  schedule,  if  they  run  into  a  problem  in  one  port  because  of  con- 
gestion or  late  off-loading  or  something  like  that,  it  sort  of  ripples 
through  the  whole  route  schedule  so  they  might  be  later 

Mr.  Penny.  Gro  on  to  your  second  point. 

Mr.  Mendelowitz.  The  second  point  was  that  the  feeling  was 
that  the  preference  cargo  is  a  captured  market,  and  because  it  is 
a  captured  market,  they  have  the  customer  by  virtue  of  the  cargo 
preference  laws,  there  was  less  effort  made  on  the  part  of  the  ship- 
ping companies  to  provide  good  service. 

They  felt  that  if  something  had  to  give,  if  the  nonimpelled  cargo 
required  better  service,  than  the  impelled  cargo 

Mr.  Penny.  It  strikes  me  that  these  delays  which  you  discussed 
are  not  peculiar  to  U.S.-flag  vessels,  and  yet  some  of  these  groups 
that  are  involved  in  these  shipments  evidently  feel  they  have  better 
cooperation  and  such  from  non-U.S.-flag  vessels,  even  though  those 
other  vessels  would  be  subject  to  the  same  import  delays  than  any- 
body else,  but  somehow  at  least  they  had  a  reputation  of  getting 
through  more  speedily. 

Mr.  Mendelowitz.  Right.  I  think  the  way  the  issue  is  captured 
best  is  the  observation  that  if  you  are  a  customer  that  can  go  else- 
where, the  businessman  is  going  to  worry  about  taking  care  of  you. 
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If  you  are  a  customer  that  can't  go  elsewhere,  he  is  less  likely  to 
be  attentive. 

Mr.  Penny.  I  asked  the  previous  panel  if  they  could  shed  light 
on  the  volume  of  shipments  handled  by  U.S.-flag  bulk  cargo  ves- 
sels, and  how  much  of  that  volume  was  related  to  cargo  preference 
shipments.  They  said  for  starters  only  a  certain  percent  of  all  ves- 
sels are  bulk  cargo  vessels,  but  in  a  given  year,  let's  say  if  you  have 
20  ships,  in  a  given  year,  what  percent  of  those  shipments  are  tied 
to  cargo  preference,  and  what  volume  of  shipments  do  they  have 
that  are  not  food  aid  commodities? 

Mr.  Mendelowitz.  We  don't  have  that  information  immediately 
available.  I  think  that  is  the  kind  of  information  that  MARAD 
should  have  readily  available  and  be  able  to  supply.  One  of 
MARAD's  functions  is  detailed  statistical  collection  with  respect  to 
the  U.S.-flag  fleet.  So  they  should  have  all  the  detailed  information. 

Mr.  Penny.  We  did  ask  them  to  provide  that.  I  just  thought  in 
your  analysis  you  might  have  come  across  those  numbers.  Clearly 
that  is  critical,  and  in  terms  of  how  reliant  they  are  on  these  ship- 
ments as  compared  to  other  customers,  and  the  general  impression 
I  received  is  that  these  are  companies  that  don't  have  a  lot  of  other 
customers,  because  of  their  noncompetitive  rate  structure. 

Mr.  Mendelowitz,  We  are  doing  ongoing  work  at  your  request 
on  this  issue  and  will  be  sure  to  include  that  information  in  the 
final  report  we  issue  to  you. 

Mr.  Penny.  I  do  appreciate  that.  We  have  a  vote  followed  by  a 
second  vote,  so  normally  I  would  try  to  keep  the  meeting  going  by 
letting  my  colleagues  vote  and  then  one  of  them  come  back  to  chair 
so  we  wouldn't  have  to  disrupt  the  hearing,  but  because  of  the 
back-to-back  votes  it  is  going  to  be  a  little  longer. 

I  am  afraid  we  are  going  to  have  to  temporarily  recess  the  sub- 
committee hearing  and  then  move  on  to  our  next  panel.  But  we  do 
thank  you  for  your  participation. 

Mr.  Mendelowitz.  Thank  you  very  much. 

Mr.  Penny.  The  subcommittee  stands  in  recess. 

[Recess  taken.] 

Mr.  Penny.  The  subcommittee  will  come  back  to  order.  Our  next 
panelist  is  Mr.  Steve  McCoy,  president.  North  American  Export 
Grain  Association. 

Steve,  welcome  to  the  subcommittee. 

STATEMENT  OF  STEVEN  A.  McCOY,  PRESmENT,  NORTH 
AMERICAN  EXPORT  GRAIN  ASSOCIATION 

Mr.  McCoy.  Mr.  Chairman,  thank  you  very  much.  I  appreciate 
the  opportunity  to  appear  today.  With  your  permission,  I  would 
like  to  ask  that  my  statement  be  inserted  in  the  record  in  full. 

Mr.  Penny.  Without  objection. 

Mr.  McCoy.  I  would  like  to  start  today  somewhat 
uncharacteristically  by  identifying  who  the  North  American  Export 
Grain  Association  is  and  what  its  purpose  is. 

It  is  a  trade  association.  It  is  the  national  association  of  U.S. 
grain  and  overseas  exporting  companies  and  cooperatives.  It  is 
made  up  of  multinational  companies,  big  companies,  small  compa- 
nies, but  to  be  straightforward  about  it,  it  is  just  a  simple  trade 
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association  of  which  we  have  hundreds  and  hundreds  in  Washing- 
ton. 

It  is  not  a  conspiracy  of  the  international  grain  community  some- 
how to  sink  the  U.S.  maritime  fleet.  It's  not  the  Ku  Klux  Klan.  It 
is  not  the  trilateral  commission.  It  is  simply  a  U.S.  trade  associa- 
tion which  has  some  views  on  cargo  preference,  which  does  its  best 
to  state  those  views,  and  which  does  it  from  the  premise  that  we 
can  always  improve  U.S.  policy  and  particularly  U.S.  policy  that  af- 
fects our  agricultural  competitiveness. 

Now,  you  will  know  if  you  study  my  testimony  that  NAEGA  has 
been  a  vocal  opponent  of  cargo  preference.  We  are  so  because  we 
believe  that  cargo  preference  undercuts  our  competitiveness,  as 
presently  administered.  It  is  unreasonable  and  unfair,  both  to  the 
countries  receiving  aid  and  to  the  purposes  of  the  U.S.  Government 
generally;  but  most  importantly,  I  believe  we  feel  that  it  diminishes 
our  capabilities  to  feed  the  world's  needy  and  poor.  I  want  to  tell 
you  we  are  not — ^we  don't  carry  the  weight  of  the  world  around  on 
our  shoulders,  but  the  fact  of  the  matter  is  that  we  do  believe  the 
United  States  has  some  important  commitments  internationally. 

We  do  believe  in  the  tradition  of  U.S.  Government  policy  which 
has  been  to  use  food  as  a  tool  for  peace  internationally.  We  do  be- 
lieve fundamentally  in  the  premise  that  the  United  States  should 
do  everything  it  can  to  support  the  progress  of  democracy  in  Rus- 
sia. 

We  think  these  are  all  important  policies  to  be  pursued.  And  we 
believe  that  pursuit  of  those  policies  has  been  interrupted  and 
interfered  with  by  the  operation  of  cargo  preference. 

I  refer  in  the  current  instance  to  the  issue  involving  the  latest 
food  for  progress  to  the  Soviet  Union.  And,  Mr.  Allard,  I  sym- 
pathize with  you,  we  go  back  and  forth  with  USDA,  is  it  $700  mil- 
lion, and  what  is  this  thing?  It  is  a  $600  million  program  in  which 
the  Russians  have  kicked  in  another  $100  million  in  order  to  pay 
for  the  international  freight  cost. 

But  the  bottom  line  is  that  this  program  will  require  U.S.  tax- 
payers to  pay  $100  million — at  a  minimum — ^to  pay  the  difference 
between  the  international  rate  which  the  Russians  will  bear  and 
the  higher  U.S.  rate. 

That  is  $100  million  that  is  coming  out  of  the  pockets  of  the  U.S. 
taxpayer  that  is  not  going  to  the  Russians,  that  is  not  going  to  pur- 
chase food.  It  is  going  to  pay  for  the  difference  between  U.S.-flag 
rates  and  foreign-flag  rates. 

Now,  I  believe,  unlike  others,  particularly  those  in  the  merchant 
marine,  that  USDA  has  done  a  very  skillful  job  in  negotiating  this 
agreement  with  the  Russians,  in  accommodating  all  the  various  di- 
verse interests  that  demand  that  their  particular  interests  be 
served  by  this  agreement. 

At  the  behest  of  Members  of  Congress  and  also  the  Maritime  Ad- 
ministration itself,  USDA  involved  Maritime  Administration  per- 
sonnel in  all  aspects  of  the  negotiations. 

They  successfully  negotiated  with  the  Russians  clauses  m  the 
agreement  which  amount  to  nondiscrimination  against  U.S.  opera- 
tors. And  from  the  agricultural  and  the  buyer's  perspective,  they 
did  one  other  thing  that  is  important. 
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The  Secretary  announced  that  tankers  would  be  excluded  from 
the  carriage  of  1992  crop  com,  and  that  is  a  very  important  deci- 
sion on  his  part.  I  think  the  Secretary  has  shown  great  courage 
and  wisdom  in  all  his  recent  statements  on  this  question.  The  qual- 
ity of  the  com  that  will  be  delivered  to  this  country  will  be  vastly 
better  than  it  might  have  otherwise  been  if  we  had  been  forced  to 
operate  in  tankers. 

I  will  conclude  here  by  making  some  basic  observations  about  the 
nature  of  the  debate,  and  attempt  to  separate  out  the  strains  of 
politics  and  the  strains  of  policy.  We  who  oppose  cargo  preference 
do  not  oppose  cargo  preference  because  we  have  some  special  cause 
or  interest  in  hurting  or  otherwise  diminishing  the  effectiveness, 
size,  and  profitability  of  the  U.S.  merchant  fleet.  That  is  not  our 
point. 

Our  point  from  a  policy  perspective  is  that  cargo  preference,  by 
being  a  govemmentwide  requirement,  places  the  objective  of  serv- 
ing the  interests  and  maintaining  the  U.S.  fleet  in  the  mission  of 
every  single  agency  of  (Government.  The  merchant  marine  mission, 
therefore,  becomes  the  responsibility  of  all  agencies. 

You  can't  operate  an  effective  policy  when  an  agency  that  is  em- 
powered to  do  another  t3T5e  of  thing  such  as  OPIC,  or  USD  A,  or  the 
Commerce  Department,  is  also  charged  with  the  responsibility  of 
protecting  the  interests  of  the  U.S.  merchant  marine. 

We  say,  let  the  merchant  marine  have  a  direct  subsidy  program. 
Eliminate  requirements  of  cargo  preference.  Take  the  money  that 
we  spend  right  now  on  financing  the  cost  of  cargo  preference  and 
put  it  in  a  fund  somewhere  so  that  MARAD,  who  should  be  the 
agency  determining  what  the  U.S.  policy  should  be  toward  the  mar- 
itime, is  paying  the  merchant  marines  directly,  and  the  responsibil- 
ity  for  supporting  the  merchant  fleet  is  off  the  backs  of  the  agencies 
and  the  constituencies  and  the  interests  who  are  not  the  best  to 
achieve  or  maximize  that  objective. 

We  think  that  one  action  would  eliminate  at  a  stroke  all  of  the 
political  infighting  that  has  ever  occurred  on  this.  Certainly  it 
would  eliminate  any  problems  from  our  perspective.  Mrs.  Bentley 
noted  the  issue  of  the  1985  compromise.  It  is  interesting  that  the 
only  people  who  bring  up  the  1985  compromise  are  maritime 
people. 

If  people  believe  in  the  1985  compromise,  if  they  believe  in  the 
coexistence  of  agricultural  and  other  interests  in  the  context  of 
cargo  preference,  then  good  evidence  of  their  true  belief  in  that 
principle  would  be  an  absence  year  in  and  year  out  of  the  Torricelli 
amendment,  and  an  absence  year  in  and  year  out  of  legislation  that 
would  require  that  all  U.S.  exports  travel  on  U.S.  bottom  vessels. 
I  would  note  that  Mrs.  Bentley  has  for  many  years  been  the  author 
of  such  legislation. 

So,  in  conclusion,  I  think  it  is  important  that  we  get  past  this 
phase  of  bickering.  We  need  to  look  at  this  thing  in  the  clear,  cool 
light  of  reason.  Let's  support  the  maritime  community,  but  let's  do 
it  honestly,  let's  do  it  openly,  let's  do  it  through  a  subsidy  that  is 
accountable  to  no  one  but  the  Congress  and  the  maritime  commu- 
nity, and  let's  get  it  out  of  the  budgets  of  agencies  whose  principal 
mission  and  principal  constituencies  are  completely  unrelated  to 
this  problem. 
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Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  McCoy  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Penny.  Thank  you,  Mr.  McCoy.  You  indicated  in  your  testi- 
mony that  no  commercial  grain  shipments  now  use  U.S.-flag  ves- 
sels. 

Mr.  McCoy.  That  is  correct.  The  fact  is  that  the  cost  of  U.S.  ves- 
sels is  high  in  relationship  to  the  cost  of  non-U. S.  vessels.  So  no 
one  in  the  marketplace — not  under  any  compunction  to  ship  U.S. 
flag  would  ever  do  that  because  it  wouldn't  make  economic  sense. 

Mr.  Penny.  Is  it  your  view  that  the  only  purpose  served  by  the 
U.S.-flag  industry  is  the  potential  benefit  to  the  United  States  in 
times  of  military  need? 

Mr.  McCoy.  I  have  to  confess  that  the  rationale  for  cargo  pref- 
erence varies  from  day-to-day  depending  on  who  is  doing  what. 
Sometimes  it  is  as  simple  as  sajdng,  "We  deserve  a  subsidy  because 
you  get  one,"  which  has  come  up  a  couple  of  times  today.  I  don't 
know  if  that  is  a  sound  reason  to  make  policy,  but  that  is  the  ra- 
tionale that  is  sometimes  used. 

Sometimes  people  say,  "We  need  the  merchant  marine  for  na- 
tional defense  reasons,"  and  then  the  response  to  that  is,  well,  if 
indeed  that  is  appropriate,  then  it  should  be  a  decision  that  is 
made  and  justified  and  paid  for  by  reason  of  national  defense. 

But  the  political  bottom  line  of  all  this  is  that  we  need  a  mer- 
chant marine  because  there  are  companies  that  operate  U.S.-flag 
vessels  and  there  are  American  workers  and  unions  who  work  on 
those  vessels  and  they  demand  the  preservation  of  cargo  preference 
because  they  are  fearful  that  the  elimination  of  cargo  preference 
would  place  them  in  a  position  of  having  to  come  to  the  Congress 
and  ask  for  appropriations  and  compete  with  other  groups.  As  Mrs. 
Bentley  said,  they  would  rather  have  their  hands  on  a  claim  to  the 
cargo  than  on  a  claim  to  the  hearts  and  minds  of  the  Members  of 
Congress  who  would  otherwise  provide  an  appropriation. 

They  want  physical  possession  of  the  cargo,  and  that  is  what  is 
creating  all  the  problem.  So,  I  am  indifferent  as  to  what  rational- 
ization is  there. 

Mr.  Penny.  But  you  have  acknowledged  in  your  testimony  that 
the  commercial  interests  aren't  contracting  with  U.S.-flag  vessels. 

Mr.  McCoy.  That  is  right. 

Mr.  Penny.  That  indicates  to  me  there  is  no  commercial  demand 
for  these  vessels. 

Mr.  McCoy.  No.  They  are  too  expensive.  There  would  be  if  U.S. 
vessels  were  offered  at  the  same  rate  as  foreign-flag  vessels.  Those 
vessels  would  be  chartered.  The  text  of  my  testimony  says  no  U.S. 
vessels.  Occasionally  a  U.S.  vessel  may  be  chartered,  the  very  effi- 
cient operators.  You  are  going  to  be  talking  to  Liberty  Marine  later. 
They  have  a  reputation  for  being  a  very  efficient  operator,  and  they 
might  offer  prices  near  competitive.  If  they  did,  they  would  be  char- 
tered. 

But  the  bottom  line  is  that  they  don't,  in  general,  and  many 
times  the  differential  is  incredibly  vast,  and  so  there  is  no  demand 
on  the  part  of  the  users  of  the  system  for  their  service. 

Mr.  Penny.  We  are  talking  primarily  here  about  the  bulk  cargo 
vessels. 
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Mr.  McCoy.  We  are  talking  about  the  97  percent  of  the  exports 
that  everybody  is  putting  off  to  one  side  so  we  can  talk  about  the 
3  percent.  We  are  talking  about  the  worldwide  U.S.  export  effort, 
and  fact  that 

Mr.  Penny.  97  percent  of  the  worldwide  exports  which  are  not 
food  aid  shipments 

Mr.  McCoy.  Go  on  non-U.S.-flag  vessels  because  they  are  cheap- 
er. 

Mr.  Penny.  I  want  to  3aeld  to  my  colleague,  Mr.  Rose,  for  some 
questions,  and  then  I  will  get  back  to  you. 

Mr.  Rose.  Thank  you,  Mr.  Chairman. 

The  afternoon  is  getting  rather  busy.  My  experience,  Steve,  has 
been  that  U.S.  candy  companies  would  like  to  buy  foreign  sugar, 
foreign  peanuts,  U.S.  cigarette  companies  would  like  to  buy  foreign 
tobacco,  and  I  understand,  but-I  think  it  should  be  widely  noted 
for  the  record  that  you  are  just  a  little  old  trade  association. 

I  am  proud  of  you  for  the  good  old  boy  establishment  there.  But 
in  truth,  the  North  American  Export  Grain  Association  is  made  up 
of  about  37  companies.  Just  give  me  the  number  because  my  time 
is  limited. 

Mr.  McCoy.  40. 

Mr.  Rose.  Some  of  those  companies  either  own  or  have  leased  or 
have  a  stake  in  their  own  foreign  flag  vessels.  Is  that  the  truth? 

Mr.  McCoy.  And  U.S.-flag  vessels. 

Mr.  Rose.  I  understand,  but  they  don't  use  them  because  they 
are  too  expensive,  you  said.  But  they  do  have  a  lot  of  interests  in 
foreign — — 

Mr.  McCoy.  That  is  correct.  I  wouldn't  say  a  lot  of  interests. 

Mr.  Rose.  Cargill,  which  is  one  of  the  more  mom  and  pop,  just 
like  your  mom  and  pop  associations,  they  have  an  oceangoing  fleet 
of  24  oceangoing  vessels,  and  they  reported  it  was  expanding  its 
foreign-flag  fleet.  Continental  Grain  operates  foreign  ships  through 
a  network  of  subsidiaries  and  joint  ventures,  Mitsubishi,  Mitsui, 
Feruzzi,  Interstate,  Richco,  they  are  all  members  of  your  associa- 
tion, and  I  count  close  to  half  of  your  members  having  foreign  own- 
ership which  would  explain  some  of  their  concerns,  but  you  have 
stated  that  your  basic  interest  is  eleemosynary,  and  you  want  more 
aid,  and  I  understand  that. 

Let's  go  through  one  thing  I  went  through  a  little  while  ago.  A 
farmer  gets  $2  a  bushel  today  in  Iowa  com.  The  Government  pays 
him  75  cents,  so  he  gets  his  $2.75  for  the  com.  Now,  if  it  is  a  pro- 
gram to  ship  to  Russia,  this  grain,  if  one  of  your  member  compa- 
nies is  shipping  it  and  it  gets  a  loan  guarantee,  which  means  that 
you  get  paid  up  front,  one  of  your  members  gets  paid  up  front,  and 
if  Russia  doesn't  pay  back  the  loan,  your  association  member  is 
fully  paid,  he  has  not  only  gotten  paid  the  $2  that  he  paid  for  the 
grain  from  the  farmer,  but  he  gets  a  profit. 

Now,  how  much  does  the  grain  that  you  all  sell  to  Russia  cost 
a  bushel? 

Mr.  McCoy.  It  is  going  to  vary. 

Mr.  Rose.  I  understand.  I  am  talking  about  com.  How  much 
profit,  Steve? 

Mr.  McCoy.  Very  little.  The  grain  business,  as  you  well  know, 
is  a  low  margin  business. 
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Mr.  Rose.  I  understand.  Is  it  $3?  $2.50? 

Mr.  McCoy.  I  am  talking  about  a  matter  of  cents  here,  per  bush- 
el, even  fractions  of  cents  can  make  the  difference.  Using  GAO's  ex- 
ample, if  we  were  to  take  a  transaction  and  completely  identify 
what  is  subsidy  and  what  is  not,  we  do  know,  Mr.  Rose,  as  you  dis- 
covered with  them,  that  the  farmer  is  getting  a  75-cent  subsidy, 
that  the  exporter  may  be  getting  1  cent  or  a  fraction  of  the  cent, 
and  the  American  shipowner  may  be  getting  as  much  as  $1  or  more 
a  bushel. 

The  American  shipowner  is  getting  more  out  of  the  agricultural 
subsidy  than  the  American  farmer  is.  It  seems  to  me  that  that  is 
an  incredible  way  to  run  a  navy. 

Mr.  Rose.  I  understand,  but  this  is  not  all  the  food  that  the 
farmer  gets  to  ship.  But  if  we  didn't  have  this  cargo  preference,  and 
you  could  ship  on  your  own  bottoms,  for  example,  do  you  believe 
that  that  would  have  much  effect  on  the  negotiated  price  with  for- 
eign countries? 

In  other  words,  would  you  help — ^you  want  the  maritime  industry 
to  help  make  the  money  go  further.  Would  your  association  mem- 
bers help  the  money  go  further  by  either  cutting  their  price  or  giv- 
ing the  foreign  country  full  advantage  of  the  fact  that  you  own  your 
own  ships  in  many  instances? 

It  is  kind  of  hard  to  say,  isn't  it? 

Mr.  McCoy.  No,  I  don't  think  so.  First  of  all,  the  thing  you 
should  know  about  these  companies  that  operate  transportation 
units  is  that  they  are  offering  transportation  not  only  to  their  com- 
pany, bidding  competitively  with  other  sellers  of  transportation 
services,  but  they  are  offering  it  to  the  market  widely. 

If  a  company  can't  offer  its  own  vessels  to  its  own  export  facili- 
ties competitively  with,  say,  another  company,  they  will  take  the 
other  company.  There  is  no  conspiracy  or  anything  else  on  the  part 
of  grain  companies  who  operate  international  flag  vessels  to  try 
and  keep  the  U.S.  fleet  out  of  it.  They  are  not  competitive  anyhow. 
They  are  not  in  it  anyhow. 

The  point  is  that  if  we  want  them  to  be  competitive,  if  we  want 
to  use  these  vessels,  and  no  one  says  we  don't  want  to  use  them, 
they  have  to  be  offered  at  the  same  price  as  the  market  is  dictating 
they  should  be  offered  at. 

I  don't  understand  why  we  can't  have  a  program  for  the  U.S. 
maritime  where  we  pay  the  difference  between  what  they  can  rea- 
sonably offer  and  what  the  market  will  bear. 

Mr.  Rose.  You  would  think  it  would  probably  be  a  whole  lot 
more  efficient  if  the  subsidy  to  the  shipping  were  paid  to  the  farm- 
er instead,  don't  you? 

Mr.  McCoy.  No.  I  think  that 

Mr.  Rose.  Why  not?  Why  shouldn't  we  have  a  bigger  target  price, 
higher  target  price  for  com,  and  then  you  could  get  the  grain 
cheaper  and  sell  it  cheaper,  and  the  American  farmer  would  get  a 
bigger  price. 

Mr.  McCoy.  The  future  existence  or  nonexistence  of  the  U.S. 
maritime  community  is  really  a  matter  more  for  your  decision  or 
consideration  than  for  mine. 

We  are  not  saying  that  there  should  be  less  for  the  merchant  ma- 
rine and  more  for  agriculture.  We  are  just  saying  that  the  way  that 
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we  provide  the  funds  to  the  merchant  marine  right  now  is  counter- 
productive, is  creating  a  whole  climate  of  political  infighting,  isn't 
evidently  serving  their  purpose  in  terms  of  maintaining  the  U.S. 
merchant  marine,  and  isn't  helping  the  U.S.  merchant  marine  be 
competitive. 

We  think  a  direct  subsidy  program  to  make  them  competitive  in 
the  intemationgd  market  would  free  them  from  the  burden  of  hav- 
ing to  be,  in  effect,  the  slaves  of  the  Government  dictate  and  give 
them  some  incentive  to  be  competitive.  We  think  that  would  be 
good  and  would  support  that. 

We  don't  have  anj^hing  against  the  merchant  marine.  We  just 
have  something  against  the  way  this  policy  is  being  implemented. 

Mr.  Rose.  One  last  question.  Would  you  supply  for  us  for  the 
record  a  current  list  of  the  members  of  your  export  association? 

Mr.  McCoy.  I  would  be  happy  to. 

Mr.  Rose.  And  just  indicate  what  percentage  of  foreign  owner- 
ship they  have  and  which  of  them  either  own  or  charter  or  have 
network  arrangements  for  the  use  of  foreign  bottoms.  Thank  you 
very  much. 

[The  information  follows:] 
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North  American  Export  Grain 
Association  Incorporated 


November  4,  1993 

The  Honorable  Charlie  Rose 
U.S.  House  of  Representatives 
2230  Rayburn  House  Office  Building 
Washington  D.C.     20515-3307 

Dear  Ccngrsosisan  Rose: 

This  responds  to  your  questions  asked  at  the  hearing  of  the 
House  Subcommittee  on  Foreign  Agriculture  and  Hunger  on  June  17 , 
1993  (see  attached) . 

I  attach  a  copy  of  the  list  of  the  members  and  associate 
members  of  the  North  American  Export  Grain  Association  (NAEGA) , 
Inc.,  as  requested.  You  will  note  from  the  attached  that  NAEGA 
members  are,  with  two  exceptions,  U.S.  incorporated  firms  domiciled 
in  the  United  States. 

Regarding  your  question  about  the  percentage  of  foreign 
ownership  of  any  particular  NAEGA  member  company,  or  their  "network 
arrangement  for  use  of  foreign  bottoms":  NAEGA  maintains  no 
information  or  records  on  either  matter. 

The  issues  of  foreign  ownership  and  ownership  of  vessels  have 
not  been  a  matter  of  discussion  or  consequence  in  NAEGA 
deliberations  on  maritime  reform  questions.  Therefore,  views  of 
the  Association  are  completely  objective  with  respect  to  such 
questions. 

Companies  who  maintain  membership  in  the  Association  do  so  as 
export  grain  firms,  and  not  as  owners  or  operators  of  foreign  flag 
vessels.  I  presume  other  associations  exist  that  serve  that 
purpose;  however,  NAEGA  does  not. 

I  hope  that  this  information  is  useful  to  you. 

With  warm  regards. 

Sincerely, 


Steve  McCoy  jf 

President 


1300  L  Stzeet.  N.W..  Suite  900  •  Washington.  D.C.  20005  •  (202)  682-4030  Telefax:  (202)  682-4033 
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North  American  Export  Grain 
Association  Incorporated 


1993  Membership  List 
NORTH  AMERICAN  EXPORT  GRAIN  ASSOCUTION 


A.C.  TOEPFER  INTERNATIONAL,  INC. 

Normsr.aale  Lake  Office  Park 
8300  Norman  Center  Dr.,  ste.  1180 
Minneapolis,  MN  55437 

BUNGE  CORPORATION 

1 1720  Borman  Drive 
St.  Louis,  MO  63146 

CENTRAL  STATES  ENTERPRISES 

300  International  Parkway,  ste.  ISO 
Heathrow,  FL  32746 

CONTINENTAL  GRAIN  COMPANY 

222  S.  Riverside  Plaza,  ste.  2600 
Chicago,  IL  60606 

FARMLAND  GRAIN  DIVISION 

P.O.  Box  7305,  Dept.  406 
Kansas  City,  MO  64116 

GARNAC  GRAIN  COMPANY 

7101  Collegs  Blvd.,  ste.  SOO 
Shawnee  Mission,  KS  66210-1891 

INTERSTATE  GRAIN  CORPORATION 

5700  Upriver  Road 

P.O.  Box  9924 

Corpus  Christi,  TX  78469 

ITOCHU  INTERNATIONAL  INC. 

1  S.W.  Columbus  St.,  ste.  910 
Portland,  OR  97258 


THE  ANDERSONS 

P.O.  Be/  1!9 
Maumee,  OH  43537 


CARGELL,  INC. 

P.O.  Box  5691 
Minneapolis,  MN  55440-5691 

CONAGRA,  INC. 

730  Second  Ave.,  Box  2105 
MinneapoUs,  MN  55402 

COUNTRY?;  \RK  COOP. 

950  N.  Meridian 
Indianapolis,  IN  46204 

FERRUZZI  TRADING  USA 

1114  Avenue  of  the  Americas 
New  York,  NY  10036 

HARVEST  STATES  COOPS. 

1667  N.  SneUing 
St.  Paul,  MN  55164 

ITALGRANI  USA,  INC. 

7900  Van  Buren 

St.  Louis,  MO  63111 


JAMES  RICHARDSON  &  SONS 

Richardson  Building 
Winnipeg,  Manitoba 
CANADA  R3B  OYl 


1300LStreet,N.W.,  Suite  900  •  Washington.  DC.  20005  •  (202)682-4030  Telefax:  (202)682-4033 
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J.  ARON  &  COMPANY 

85  Broad  Street 
New  York,  NY  10004 

MARUBENI  AMERICA  CORPORATION 

450  Lexington  Ave. 

New  York,  NY  10017-3904 


LOUIS  DREYFUS  CORP. 

1350  I  St.,  NW,  ste.  1260 
Washington,  DC  20005 

MITSUBISHI  INTL.  CORP. 

Foods  A  Division 
520  Madison  Ave. 
New  York,  NY  10022 


MITSUI  &  CO.  (USA),  INC. 
200  Park  Avenue 
Pan  American  Building 
New  York,  NY  10166 


ORIAC  INTERNATIONAL,  LTD. 

41  Mutual  Street 
Toronto,  Ontario 
CANADA  MSB  2A7 


PASTERNAK,  BAUM  &  CO.,  INC. 

777  W.  Putnam  Ave. 
Greenwich,  CT  06830 

RICHCO  GRAIN,  LTD. 

100  First  Stamford  Place 
Stamford,  CT  06902 


RICELAND  POODS,  INC. 

P.O.  Box  927 
Stuttgart,  AR  72160 

TOMEN  (AMERICA),  INC. 

1000  Corporate  Grove  Dr. 
Buffalo  Grove,  IL  60089-4507 


TRADIGRAIN,  INC. 

889  Ridgelake  Blvd.,  ste.  215 
Memphis,  TN  38119 

ARCHER  DANIELS  MIDLAND  CO. 

P.O.  Box  1470 
Decatur,  IL  62525 


ZEN-NOH  UNICO  AMERICA  CORP. 

245  Park  Ave.,  25th  Floor 
New  York,  NY  10167Z 

ALABAMA  STATE  DOCKS 

Public  Grain  Elevator 
P.O.  Box  1588 
MobUe,  AL  36633 


BARCLAY'S  BANK  PLC 

801  Brickie  Ave. 
Miami,  FL  33131 


CALEB-BRETT  USA,  INC. 

524  Elmwood  Park  Blvd.,  Suite  160 
Harahan,  LA  70123 


COBANK  NATIONAL  BANK 

5500  S.  Quebec  Street 
Englewood,  CO  80111 

MIDLAND  FUMIGANT  CO. 

1805  South  Second  St. 
Leavenworth,  KS  66048 

PORT  OF  CORPUS  CHRISTI 

P.O.  Box  1541 

Corpus  Christi,  TX  78403 


DEGESCH  AMERICA 

P.O.  Box  116 

Weyers  Cave,  VA  24486 

PESTCON  SYSTEMS,  INC. 

5511  Capital  Center  Dr.,  Suite  302 
Raleigh,  NC  27606 

RESEARCH  PRODUCTS  CO. 

P.O.  Box  1460 
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Mr.  Penny.  Mr.  Allard. 

Mr.  Allard.  If  you  had  a  choice  of  going  with  credits  to  Russia 
or  the  food  for  progress  program,  which  program  would  you  prefer? 

Mr.  McCoy.  I  would  go  in  the  direction  of,  say,  7-  to  10-year 
credits. 

Mr.  Allard.  Even  though  you  exempt  cargo  preference  and  ev- 
erjdhing  in  that  program? 

Mr.  McCoy.  Well,  a  7-  to  10-year  program  would  be  exempt  from 
cargo  preference. 

Mr.  Allard.  The  point  I  want  to  make  is  that  you  do  have  a  con- 
cern about  cargo  preference,  and  even  though  your  companies  may 
have  some  interest  in  the  shipping,  that  you  still  think  the  best 
way  is  to  go  with  the  market  that  doesn't  have  the  cargo  pref- 
erence; is  that  right? 

Mr.  McCoy.  Yes.  What  is  the  date  today,  June  17th?  We  started 
this  process  of  negotiating  this  agreement  with  the  Russians  al- 
most 4  months  ago,  at  the  time  that  Vice  Premier  Shokhin  and 
Minister  Cheshinsky  first  came.  We  went  on  and  on.  We  went 
through  three  different  visits  by  vice  premieres,  and  now  we  are  all 
waiting  because  we  don't  know  when  the  grain  will  be  shipped,  this 
grain  which  the  President  of  the  United  States  said  he  wanted  to 
ship  at  Vancouver,  which  won't  be  shipped  until  the  middle  of  July. 
And  the  delay,  and  the  delay,  and  the  delay  time  and  time  again 
is  always  on  the  same  issue,  negotiating  the  expense  of  cargo  pref- 
erence. 

The  Russians  can't  politically  justify  to  their  people  the  fact  that 
they  are  using  scarce  resources  that  they  are  borrowing  from  the 
United  States  to  go  out  and  pay  for  shipping  that  is  three  times 
the  world  rate. 

Mr,  Allard.  Because  of  these  delays,  do  you  see  our  food  for 
progress  grain  hitting  Russian  ports  at  the  same  time  they  are  get- 
ting ready  to  harvest  their  own  crops? 

Mr.  McCoy.  I  think  there  is  a  possibility  of  that.  I  don't  think 
we  are  going  to  have  a  difficulty  in  absorption,  because  the  Rus- 
sians are  taking  all  of  what  they  can  get  now.  In  the  interim  pe- 
riod, if  we  can  get  shipments  moving,  I  think  that  the  port  situa- 
tion won't  necessarily  be  that  bad,  because  the  only  other  ship- 
ments that  will  be  coming  in  are  EC  shipments  that  will  be  coming 
in  down  the  line.  So  it  is  not  a  problem. 

But  I  will  tell  you  this,  that  I  believe  that  delay  in  this  process 
has  probably  cost  us  1  billion  dollars'  worth  of  exports.  These  are 
exports  we  could  have  had  if  we  had  bitten  the  bullet  back  in  Feb- 
ruary and  started  talking  about  how  we  come  up  with  more  appro- 
priate credit  terms  rather  than  going  the  direction  of  the  food  for 
progress,  which  then  has  involved  us  in  this  lengthy  cargo  pref- 
erence debate. 

Mr.  Allard.  Can  you  elaborate  further  on  the  effects  of  cargo 
preference  laws  on  your  industry? 

Mr.  McCoy.  Well,  it  is  clear  that  it  diminishes  the  effectiveness 
of  the  food  aid  programs  that  we  have  had  and  the  amount  of  funds 
available.  The  type  of  vessels  that  are  pressed  into  service  to  meet 
this  congressional  mandate,  sometimes  are  unsuitable  and  can  re- 
sult in  quality  complaints. 
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You  may  hear  later  today  that  there  have  been  no  quality  com- 
plaints against  com  tankers,  but  I  can  assure  you  there  have  been. 
All  you  have  to  do  is  ask  USDA  about  them. 

Mr.  Allard.  We  had  earlier  testimony  where  we  would  ask  the 
question,  what  vessels  were  best  suited  for  shipment  of  American 
grain — to  the  representative  from  USDA — and  the  answer  was  they 
felt  foreign  vessels  had  better  standards. 

Would  you  concur  with  that? 

Mr.  McCoy.  There  is  no  question  about  it,  and  I  can  provide  for 
your  purposes  letters  from  companies  and  others  involved  in  this 
that  testified  to  that.  The  physical  construction,  the  layout  of  these 
vessels  is  simply  not  suited  for  canying  grain.  That  is  why  we  have 
grain  vessels  and  we  have  tankers. 

If  they  were  suitable,  we  wouldn't  have  a  problem.  We  have  a  lot 
of  tankers  and  not  very  many  bulk  vessels.  That  is  the  problem. 

Mr.  Allard.  But  what  I  am  thinking,  I  think  the  way  we  are  in- 
terpreting your  comments,  if  you  compare  a  bulk  vessel  that  was 
a  foreign  vessel  with  a  bulk  vessel  that  was  American,  there  would 
be  a  difference  in  quality? 

Mr.  McCoy.  Not  necessarily.  The  merchant  marine  is  probably 
like  any  other  business.  There  are  probably  some  weak  and  sloppy 
operators,  and  there  are  some  very  strong  and  competitive  opera- 
tors. 

Mr.  Allard.  So  the  reason  of  generally  the  foreign  vessel  being 
more  suitable  is  because  of  the  type  of  vessel  that  is  more  or  less 
available? 

Mr.  McCoy.  Well,  in  general,  the  foreign  vessel  would  be  more 
suitable  because  it  would  be  cheaper,  and  so  therefore  the  customer 
could  maximize  his  opportunity  to  import  grain,  if  that  is  his  pur- 
pose. He  can  buy  more  grain  if  he  pays  less  on  transportation.  That 
is  the  principal  hitch  here. 

Mr.  Allard.  American  shippers,  from  what  you  understand,  and 
we  can  ask  this  of  the  next  panel  too,  but  most  of  their  ships  pur- 
chase from  local  American  shipbuilders,  or  are  they  purchased  from 
foreign?  Do  you  know? 

Mr.  McCoy.  I  think  there  are  some  loopholes  in  the  law,  but  by 
and  large  the  Cargo  Preference  Act  is  part  of  the  regime,  buy 
American,  build  American,  crew  American,  repair  American,  and 
from  time  to  time,  but  you  would  have  to  ask  them,  I  think  they 
are  allowed  to  slightly  modify  that.  That  is  the  basic  premise. 

If  we  were  religious  about  it,  that  is  what  this  policy  would  be. 

Mr.  Allard.  Thank  you. 

Mr.  Penny.  Do  you  have  an  understanding  that  the  food  aid 
shipments,  if  they  go  on  U.S.-flag  vessels,  and  ultimately  go  on 
tankers  because  of  the  lack  of  availability  of  a  dry  bulk  cargo  ves- 
sel, what  is  the  problem  if  the  grain  arrives  in  bad  shape  when  it 
is  simply  a  food  aid  shipment? 

Mr.  McCoy.  I  may  be  sentimental 

Mr.  Penny.  I  just  want  to  get  it  on  the  record. 

Mr.  McCoy.  The  fact  is  that  a  buyer,  whether  he  is  a  Somalian, 
Russian,  or  a  Britain,  no  matter  what  the  terms  under  which  he 
is  purchasing,  whether  it  is  food  aid  or  cash  on  the  barrel,  deserves 
the  same  treatment  and  the  same  effort  on  the  part  of  the  United 
States  to  supply  the  highest  quality  grain. 
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I  don't  see  any  difference  between  providing  the  same  quality 
product  to  the  guy  who  has  the  most  money  to  spend  versus  the 
guy  who  has  the  least. 

And  it  is  interesting  because  I  hear  in  this  debate  a  lot  of  what 
I  regard  as  Russian  bashing,  as  if  to  somehow  make  the  Russians' 
problems  appear  larger  minimizes  the  problems  we  face  with  the 
U.S.  merchant  marine  and  this  policy. 

These  are  countries  and  markets  that  deserve  our  best.  We 
should  do  everything  to  maintain  quality,  and  that  means  if  we 
know  that  tankers  are  going  to  knock  this  com  around  and  dimin- 
ish the  quality,  we  shouldn't  use  the  tankers. 

Mr.  Penny.  Let  me  ask  another  question.  Do  you  know  of  the 
bulk  cargo  vessels,  do  you  know  how  much  of  their  utilization  is 
tied  to  cargo  preference?  If  you  see  that  there  is  no  commercial  use 
of  U.S.-flag  vessels,  is  it  safe  to  conclude  that  100  percent  of  the 
use  of  these  bulk  cargo  vessels  is  tied  to  cargo  preference? 

Mr.  McCoy.  I  don't  know  what  they  carry  in  commodities  other 
than  grain.  They  are  not  getting  any  demand  for  their  utilization, 
commercially,  for  grain.  I  mean,  you  would  have  to  ask  them  to 
what  extent  they  may  be  competitive  in  some  other  commodity 
market.  I  don't  believe  they  are  in  coal.  So  I  don't  know. 

They  probably  are  in  terms  of  oil,  or  they  may  be  from  time  to 
time.  And  that  is  why  they  have  the  tankers.  But  I  would  say  in 
general,  this  is  a  captive  fleet,  its  owner  is  the  U.S.  Government, 
it  is  the  people  who  pay  the  bills,  the  U.S.  taxpayers,  people  from 
the  other  constituencies  whose  programs  are  being  interfered  with, 
and  the  people  overseas. 

Mr.  Penny.  Do  you  view  the  Norwegian-flag  vessels  as  competi- 
tively priced? 

Mr.  McCoy.  I  understand  they  are,  and  I  understand  this  is  in 
spite  of  the  fact  that  Norway  has  a  standard  of  living  which  is  com- 
parable to  the  United  States.  I  think  that  is  something  that  should 
be  looked  into. 

If  Norway  can  be  competitive  and  also  maintain  fidelity  with  its 
high  standards  of  living,  I  don't  see  any  reason  why  the  United 
States  can't. 

Mr.  Penny.  Are  these  Norwegian  ships  privately  owned? 

Mr.  McCoy.  I  believe  they  are,  yes. 

Mr.  Penny.  Are  they  Government  constructed? 

Mr.  McCoy.  Again,  I  don't  know  to  what  extent  they  benefit  in 
their  construction  by  subsidies,  or  even  in  their  operation.  We  had 
subsidies  for  construction  of  U.S.  vessels  here,  we  continue  to  have 
subsidies  for  operations  and  cargo  preference  and  Jones  Act. 

Mr.  Penny.  Moving  away  from  bulk  shipments,  you  indicated 
that  tankers — U.S.-flag  tankers — may  at  times  be  competitive  de- 
pending on  the  movement  of  oil.  What  about  the  rest  of  the  U.S. 
fleet? 

Are  they  more  competitive  with  their  counterparts  flagged  under 
other  nations?  Is  it  only  the  bulk  shipments  that  are  not  competi- 
tive? 

Mr.  McCoy.  I  understand  the  liners  are  relatively  competitive. 
Again,  it  would  probably  vary  on  the  route.  There  are  probably 
routes  which  U.S.  vessel  operators  serve  where  there  is  a  sufficient 
amount  of  demand  to  allow  them  to  maintain  cost  at  a  minimum 
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and  our  difference  in  cost  between  the  U.S.  rates  and  non-U. S, 
rates  would  be  low.  And  I  think  that  is  great. 

I  think  that  is  what  the  market  does,  and  that  is  why  we  need 
the  market  back  into  this  to  try  £ind  solve  this  problem. 

Mr.  Penny.  Do  you  think  it  is  a  forgone  conclusion  that  without 
these  subsidies,  we  would  have  no  U.S.-flag  fleet? 

Mr.  McCoy.  Let  me  put  it  this  way:  Without  cargo  preference, 
but  with  a  subsidy  program,  you  would  have  the  same  net  effect. 
You  could  continue  to  operate  under  current 

Mr.  Penny.  Let's  assume  that  we 

Mr.  McCoy.  You  eliminate  it  entirely?  Well- 


Mr.  Penny.  Even  if  you  just  eliminate  the  cargo  preference  re- 
quirement. 

Mr.  McCoy.  Again,  if  we  eliminate  cargo  preference  and  all  sub- 
sidies, then,  frankly,  it  would  be  down  to  the  old  dictum  of  compete 
or  perish.  They  would  have  to  take  a  look  at  how  they  could  reduce 
their  operating  cost.  They  would  have  to  sit  down  with  the  unions 
and  negotiate  arrangements  so  that  they  could  reduce  the  number 
of  seamen  per  vessel.  They  would  have  to  reduce  the  cost  of  operat- 
ing the  vessels. 

But  theoretically,  if  we  eliminated  all  these  things,  they  could 
buy  vessels  constructed  overseas.  They  might  even  be  able  to  man 
their  vessels  with  foreign  seamen  at  wage  rates  less  than  what 
they  would  otherwise  have  to  pay. 

It  is  not  a  forgone  conclusion  that  the  U.S.-flag  fleet  would  have 
to  disappear.  What  would  happen  is  that  you  would  have  the  U.S.- 
flag  fleet  of  today,  which  is  a  high  cost  fleet,  replaced  with  the 
U.S.-flag  fleet  of  the  future,  which  is  a  competitive  fleet  £ind  can 
compete  with  the  best  fleets  in  the  world. 

I  am  not  even  advocating  eliminating  everjrthing.  I  am  just  say- 
ing let's  make  it  more  orderly,  rational,  and  open. 

Mr.  Penny.  I  asked  this  question  at  the  outset:  Setting  aside  na- 
tional security  concerns,  is  there  a  compelling  reason  for  us  to  pro- 
vide support  so  that  there  continues  to  be  a  U.S.-flag  fleet? 

Commercially,  is  there — setting  aside  national  security  concerns, 
from  a  commercial  aspect 

Mr.  McCoy.  OK,  this  is  commercial- 


Mr.  Penny.  Is  there  a  reason  for  us  to  care  whether  we  have  any 
U.S.-flag  ships? 

Mr.  McCoy.  I  can't  really  answer  that.  As  a  citizen,  I  certainly 
don't  want  to  see  our  industries  disappear.  And  I  want  to  see  con- 
tinued employment  opportunities  for  Americans.  I  am  not  an  ex- 
pert on  national  security,  but  I  think  we  need  to  be  realistic  about 
how  we  achieve  it. 

We  have  gone  through  this  debate  in  other  areas  as  we  looked 
at  how  to  develop  industrial  policies  that  don't  rely  excessively  on 
the  Government  but  still  propel  industries  to  competitiveness. 

This  industry  cannot  depend  on  the  word  of  the  Congress  forever 
about  the  willingness  of  the  Congress  to  pay  the  bill  to  support  this 
industry. 

Mr.  Penny.  The  most  compelling  argument  for  protecting  some 
kind  of  U.S.  fleet  is  an  incident  in  which  we  can't  be  certain  that 
other  nations  will  contract  with  us  during  times  of  military  need, 
or  if  they  do  contract  with  us,  they  could  charge  exorbitant  rates 
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because  they  have  no  reason  not  to,  and  for  that  reason  we  retain 
some  guarantee  that  U.S.  ships  will  be  available  to  hzindle,  as  in 
the  case  of  the  gulf  war,  about  80  percent  of  all  the  cargo  that  went 
over. 

Are  you  worried  at  all  that  if  we  don't  have  U.S.  vessels,  that  the 
military  would  either  have  Umited  capability  to  move  material  and 
troops,  or  that  we  might  get — ^because  we  wouldn't  have  allies  that 
would  provide  them,  or  that  we  might  be  put  in  a  position  where 
we  would  pay  exorbitant  rates  in  order  to  secure  foreign-flag  ves- 
sels because  we  have  no  domestic  industry? 

Mr.  McCoy.  Let  me  tell  you  one  thing,  and  this  gets  back  to  Mr. 
Rose's  sequence  of  questions.  Cargill,  for  example,  the  company  he 
talked  about,  I  am  told  has  a  policy  that  in  the  event  of  a  national 
emergency,  their  ships,  whatever  flag,  would  be  available  for  the 
use  of  the  Grovemment. 

Mr.  Penny.  That  was  the  next  question  I  was  going  to  ask. 

Companies  that  have  some  of  their  own  vessels,  whether  U.S.- 
flag  or  otherwise,  might  be  willing  to  guarantee  a  certain  percent 
of  those  to  be  available  during  times  of  emergency. 

Mr.  McCoy.  I  think  that  might  be  a  reasonable  requirement.  I 
don't  know.  Again,  I  am  not  an  expert  on  national  defense.  I  would 
imagine  that  in  the  event  of  a  severe  national  emergency,  the  kind 
of  thing  that  requires  immediate  access  to  the  fleet,  the  U.S.  Gov- 
ernment has  the  liberty,  at  least,  of  in  effect  placing  an  impound- 
ment on  all  the  vessels  of  whatever  flags  are  in  U.S.  ports,  which 
they  can  then 

Mr.  Penny.  Would  you  repeat  that? 

Mr.  McCoy.  There  will  be  hundreds  of  vessels  in  U.S.  ports  at 
any  particular  time,  at  a  time  of  emergency.  The  U.S.  CJovemment, 
if  it  needed  access  to  vessels,  could  go  ahead  and  use  emergency 
powers  to  in  effect  bottle  up  those  vessels  until  it  can  negotiate  the 
kinds  of  contracts  with  the  owners  of  those  vessels  necessary  to  en- 
sure their  operation, 

I  believe  that  we  should  have  a  U.S.  fleet.  I  believe  that  it  prob- 
ably does  logically  provide  some  level  of  security.  But  I  don't  be-       j 
lieve  necessarily  that  the  U.S.  Grovemment  completely  lacks  the 
power  to  ensure  security  of  supply  of  vessels  that  can  only  be  com- 
pensated for  by  the  existence  of  this  policy. 

Mr.  Penny.  We  have  to  break  for  a  vote.  Usually  I  would  not 
break  because  I  hate  to  do  that  to  witnesses,  but  since  they  are 
back-to-back  votes,  we  are  stuck  in  a  situation  where  we  have  to 
break  for  a  few  minutes. 

Mr.  Allard,  quickly. 

Mr.  Allard.  Mr.  Chairman,  a  request  here  from  Congressman 
Doolittle.  He  has  several  questions  for  Mr.  Steve  McCoy.  I  just  ask 
that  he  respond  to  Mr.  Doolittle's  office  in  writing  to  those  ques- 
tions. We  will  give  them  to  you. 

Thank  you. 

Mr.  Penny.  The  subcommittee  is  recessed. 

[Recess  taken.] 

Mr.  Penny.  The  subcommittee  will  come  to  order. 

Mr.  McCoy,  if  you  want  to  grab  a  microphone,  very  briefly,  as  the 
other  three  panelists,  the  final  panelists  are  coming  forward. 
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Mr.  McCoy.  I  wanted  to  point  out  for  the  record  that  in  the  in- 
terim the  international  maritime  legal  stEiff  here,  for  the  other  side, 
has  indicated  that  with  respect  to  impoundment,  that  impound- 
ment may  be  cause  for  war. 

I  will  simply  say  as  follows:  Impoundment  is  a  power  that  the 
President  has  as  a  last  resort.  I  am  obviously  not  recommending 
it.  I  simply  wanted  to  make  the  point  that  the  Government  of  the 
United  States  has  other  mezms  at  hand  to  ensure  adequacy  of  ship- 
ping in  time  of  extreme  national  emergency  other  than  cargo  pref- 
erence. 

Mr.  Penny.  I  thank  you  for  that  clear  distinction.  Just  for  the 
record,  the  subcommittee  understood  your  remarks  in  that  ex- 
change, but  we  want  to  get  it  on  the  record  that  you  were  not  advo- 
cating that  as  a  first,  but  rather  as  a  last  resort.  We  thank  you  for 
your  testimony. 

The  final  panel  includes  Thomas  L.  Mills,  testifying  on  behalf  of 
Liberty  Maritime  Corporation;  Jonathan  Blank,  esquire,  testifying 
on  behalf  of  OMI  Corporation;  Rob  Quartel,  former  member  of  the 
U.S.  Federal  Maritime  Commission. 

Grentlemen,  welcome.  We  will  take  you  in  the  order  in  which  you 
were  introduced:  Mr.  Mills,  Mr.  Blank,  then  Mr.  Quartel.  Your  en- 
tire testimony  will  appear  in  the  record.  You  are  free  to  summarize 
as  you  see  fit, 

STATEMENT  OF  THOMAS  L.  MILLS  ON  BEHALF  OF  LIBERTY 

MARITIME  CORP. 

Mr.  Mills.  I  will  do  just  that,  thank  you,  Mr.  Chairman. 

This  is  my  first  time  in  front  of  your  subcommittee  and  I  must 
say  I  am  delighted  and  honored  to  be  here. 

Mr.  Chairman,  the  rates  for  preference  cargo,  particularly  those 
to  Russia,  are  higher  than  they  ought  to  be  for  reasons  largely  not 
under  the  control  of  the  U.S.-flag  shipping  companies. 

I  speak  for  Liberty  Maritime,  the  largest  dry  bulk  carrier  under 
U.S.-flag.  To  answer  the  question  that  you  have  asked  each  of  the 
previous  witnesses,  our  fleet  is  almost  entirely  dependent  upon 
preference  cargo  for  its  employment,  and  I  think  that  that  same  re- 
sult obtains  for  most  of  the  U.S.-flag  dry  bulk  fleet.  It  is  over- 
whelmingly dependent  upon  the  program  for  its  emplojrment. 

Getting  back  to  the  rate  structure  and  the  Russian  grain  cargos 
particularly,  there  are  problems  in  Russia,  there  are  problems  in 
the  contracting  and  contract  administration,  and  none  of  these 
problems  is  unanticipated,  nor  have  they  just  come  up.  Liberty  and 
many  of  the  commodity  groups  like  the  wheat  growers,  the  corn 
growers,  cotton  council,  and  others  with  whom  we  reached  the  his- 
toric 1985  compromise,  anticipated  these  problems  years  and  years 
ago  and  have  approached  the  Federal  Government  repeatedly  and 
sought  improvements. 

We  are  just  now  seeing  the  Agriculture  Department  implement 
some  of  the  changes  that  we  have  been  advocating  for  a  number 
of  years,  and  the  results  are  that  the  rates  will  come  down.  If  I  can 
generalize,  the  changes  we  advocate  are  in  apportioning  the  risk  of 
shipping,  Mr.  Chairman,  on  the  party  best  in  the  position  to  control 
that  risk. 
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U.S.-flag  ships  have  absolutely  no  control  over  the  port  condi- 
tions in  Russia  or  the  former  Soviet  Republics.  We  have  absolutely 
no  control  over  the  lack  of  railcars.  We  have  absolutely  no  control 
over  the  lack  of  storage  space  over  there.  And  so  when  our  ships 
have  to  go  there  and  to  sit  for  30  or  40  days  or  anticipate  that  they 
will  have  to  sit  for  30  or  40  days,  then  the  rate  those  ships  will 
bid  will  reflect  that  risk. 

Now,  if  the  risk,  however,  is  borne  by  the  party  in  the  position 
to  control  that  risk,  namely  the  recipient,  then  we  don't  have  to  fac- 
tor that  into  the  rate,  and  the  incentive  will  be  on  the  recipient  to 
unload  the  ship  quickly  and  get  the  ship  in  and  out. 

A  great  example  comparing  apples  to  apples  is  to  look  at  the 
U.S.-flag  dry  bulk  fleet  emplojrment  to  Israel,  which  has  a  side  let- 
ter agreement  with  the  U.S.  Government  in  which  it  undertakes  to 
spend  its  money  in  a  way  in  which  cargo  preference  applies.  And 
the  rates  going  to  Israel  for  the  ships,  and  these  are  the  same  ships 
under  the  same  flag  with  the  same  crews  making  a  voyage  of  ap- 
proximately the  same  length,  are  in  the  low  $30's  rather  than  in 
the  $40's  to  $50's  per  ton. 

They  contract  under  consecutive  voyage  charters.  We  have  urged 
this  on  the  Agriculture  Department  and  the  State  Department  for 
years  and  years,  and  they  are  just  now  agreeing  to  take  a  look  at 
it.  They  have  other  normal  commercial  financial  incentives  to  turn 
the  ships  in  and  to  turn  the  ships  out  very  quickly. 

On  average,  at  this  point  the  U.S.-flag  fleet  will  remain  more  ex- 
pensive than  the  foreign-flag  fleet,  but  not  by  that  much.  And  in 
respect  of  the  administration  of  the  program,  if  the  program  were 
run  with  efficiencies  in  mind,  and  technically  with  something  like 
consecutive  voyage  charters,  then  the  fleet  could  afford  to  recapital- 
ize, to  buy  new  ships  to  reduce  the  cost  further,  and  to  approach 
the  world  rate. 

Mr.  Chairman,  you  asked  an  excellent  question  earlier  of  the 
GAO  witness  about  what  was  responsible  for  the  dramatic  decrease 
in  the  ocean  freight  differential  from  1985  to  1989,  and  he  correctly 
responded  that  the  fleet  was  recapitalized.  My  client's  ships  were 
all  built  during  that  period.  And  in  effiect  the  ocean  freight  differen- 
tial dropped  in  half. 

We  are  confident  that  the  ocean  freight  differential  would  drop 
substantially  further  if  we  could  build  additional  new  ships,  and  in 
order  to  do  that  we  need  long-term  commitments. 

I  have  other  points  that  I  was  going  to  raise  in  respect  to  some 
of  the  questions  that  you  and  other  members  of  the  panel  had 
asked,  but  I  will  withhold.  Now  my  time  is  up,  and  I  will  respond 
to  those  as  you  wish,  sir. 

[The  prepared  statement  of  Mr.  Mills  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Penny.  Yes,  I  think  we  will  just  take  all  the  testimony  and 
get  back  to  questions  for  each  of  you. 

Mr.  Blank. 

STATEMENT  OF  JONATHAN  BLANK  ON  BEHALF  OF  OMI  CORP. 

Mr.  Blank.  Thank  you,  Mr.  Chairman.  My  name  is  Jonathan 
Blank  and  I  am  testifying  on  behalf  of  OMI  Corporation.  I  have 
submitted  my  testimony,  and  I  will  summarize  it  briefly. 
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We  have  two  principal  points  we  wanted  to  make.  The  first  point 
is  with  regard  to  rates.  OMI  has  been  one  of  the  largest — probably 
the  second  largest  to  Liberty — carrier  of  grain  to  the  former  Soviet 
Union  during  this  current  program  in  1992,  and  more  especially  in 
1993.  In  1993  all  our  shipments  have  been  on  tankers. 

We  have  laid  out  in  our  testimony  for  each  shipment  we  have 
made  exactly  what  our  rates  were.  And  to  the  extent  we  have 
knowledge  that  there  was  competitive  bidding,  what  the  foreign- 
flag  rates  were. 

We  are  willing  to  show  the  world  that  we  have  not  engaged,  our 
company  has  not  engaged  to  anything  close  to  price  gouging.  There 
is  a  differential  between  the  foreign-flag  rates  and  the  U.S.-flag 
rates,  but  that  differential  has  remained  quite  steady  for  the  past 
2  years. 

We  believe  the  basic  reason  is  not  unlike  other  competitive  situa- 
tions, we  are  not  an  eleemosynary  institution.  We  are  here  to  make 
a  profit,  but  we  believe  it  is  largely  a  function  of  the  necessity  to 
make  a  profit.  We  have  had  to  keep  our  prices  within  approxi- 
mately the  same  differential  throughout — ^between  the  United 
States  rates  and  the  foreign-flag  rates  over  the  past  2  years. 

We  would  note  that  while  there  has  been  a  great  deal  of  publicity 
about  some  very  high  rates  bid  by  American-flag  carriers  that  were 
not  accepted,  there  has  been  no  comparable  comparisons  or  charges 
made  when  there  have  been  foreign-flag  rates  which  have  been  ex- 
tremely high  but  not  accepted.  In  one  case  we  bid  on — ^we  bid  and 
were  awarded  three  shipments  through  the  port  of  Odessa  to 
Moldova  where  we  had  to  bid  an  inland  rate,  where  the  inland  rate 
was  for  the  account  of  the  American  vessel  owner. 

Mr.  Rose  asked  some  questions  about  that  earlier.  Basically  for 
almost  all  the  non-Russian,  former  CIS  or  many  of  the  non-Russian 
CIS  countries  that  are  landlocked,  the  American  carriers  are  re- 
sponsible for  the  inland  transportation. 

On  the  inland  transportation  portion  of  those  movements,  we  bid 
$19.75.  One  foreign  carrier  bid  $77.40.  That  was  never  written  up 
by  any  of  the  opponents  of  cargo  preference.  I  also  would  note  that 
it  was  not  a  technically  good  voyage,  and  the  foreign  owner  prob- 
ably better  understood  the  conditions  than  we  did.  Nonetheless,  we 
did  ship  it  for  $19.75.  It  cost  us  considerably  more  than  that  to  ac- 
tually get  it  delivered. 

I  think  the  most  recent  fiixture  that  we  have  fixed  is  noted  in  my 
testimony,  to  Kyrgyzstan  via  St.  Petersburg.  It  is  for  wheat.  The 
foreign-flag  rate  was  $35.48,  up  substantially,  probably  up  about 
one-half  as  much  again  from  a  year  ago.  Our  bid  which  was  accept- 
ed was  $59.47. 

The  second  thing — and  basically  just  to  summarize  on  that,  our 
company  has  not  engaged  in  any  gouging.  We  have  bid  these  com- 
petitively. We  think  we  have  offered  very  fair  rates.  And  think  it 
is  generally  true  for  most  of  the  industry  but  I  am  really  here  to 
speak  about  our  company  with  regard  to  these  rates. 

With  regard  to  tankers,  I  think  there  has  been  a  great  deal  of 
misinformation.  Basically  we  have  carried  numerous  shipments 
over  the  last  20  years,  both  com  and  wheat  have  been  carried  in 
tankers,  as  part  of  the  cargo  preference  program. 
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There  have  been  no  claims  for  damage  over  all  that  period  of 
time.  TTie  first  claims  that  have  shown  up  have  shown  up  recently 
on  this  year's — ^the  1992  com  crop.  It  is  our  position,  if  you  look  at 
the  particulars  of  the  complaint,  it  was  not  in  a  vessel  that  we 
chartered,  but  it  was  to  Egypt.  Egypt  has  much  greater  flexibility 
because  these  are  what  are  called  privatization  cargos  than  other 
countries  with  regard  to  arranging  for  the  transportation. 

My  light  has  gone  on,  but  I  will  try  and  finish  this  quickly.  In 
the  particulars  of  the  movement  which  the  USDA  has  said  resulted 
in  excess  damage,  immediately  following  the  completion  of  the  dis- 
charge of  the  Golden  Monarch,  the  voyage  they  allege  did  so  much 
damage,  the  Egyptians  turned  around,  rechartered  the  same  vessel 
for  the  same  commodity  to  be  delivered  to  the  same  port  under  ex- 
actly the  same  circumstances. 

Under  those  conditions,  it  is  hard  for  me  to  take  seriously  that 
it  was  actually  the  transportation  or  any  fault  with  the  tanker  that 
caused  the  damage  on  the  com.  In  fact,  that  tanker  had  been  rede- 
signed for  loading  without  damage.  They  had  changed  the  hatch 
covers  and  removed  all  the  obstructions.  We  basically  think  the 
problem  is  with  the  1992  com  crop.  But  that  the  damage  is  no 
greater  on  tankers  than  it  will  be  on  bulk  vessels. 

When  you  unload  a  bulk  vessel,  you  actually  have  a  bulldozer 
down  in  the  hatch  that  is  gathering  the  com  in  order  to  get  it  un- 
loaded on  the  scoop,  and  that  is  capable  of  doing  the  same  kind  of 
damage  or  more  damage. 

We  have  said  to  USDA  that  if  they  will  undertake  a  fair  compari- 
son by  a  fair  third  party  as  to  the  damage  caused  to  the  1992  com 
crop  by  tankers  and  by  bulk  vessels,  we  would  be  willing  to  partici- 
pate in  such  an  experiment  or  such  a  test,  because  we  don't  believe 
that  the  charges  are  justified,  and  we  would  be  willing  to  abide  by 
the  results. 

With  that,  I  will  close  my  testimony.  Thank  you. 

[The  prepared  statement  of  Mr.  Blsink  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Penny.  Thank  you,  Mr.  Blank. 

Mr.  Quartel. 

STATEMENT  OF  ROB  QUARTEL,  PRESmENT,  U.S. 
SHIPBUILDING  CONSORTIUM,  INC. 

Mr,  Quartel,  Thank  you. 

This  is  the  first  time  I  have  actually  appeared  before  a  congres- 
sional subcommittee  since  my  confirmation  hearing  3  years  ago,  so 
I  am  probably  a  little  bit  nervous.  I  have  never  appeared  with  my 
glasses,  in  public,  either. 

Before  I  go  into  the  substance  of  my  remarks,  I  would  like  to 
show  you  this  headline.  It  is  from  Seafarer's  Log  published  by  the 
Seafarers  International  Union:  "Quartel  Goes  Foreign."  It  is  this 
month's  issue.  I  will  give  that  to  you. 

This  is  the  second  time  I  have  appeared  on  the  cover.  The  first 
time  was  2  years  ago  when  they  asked  to  have  me  fired,  and  I 
wasn't.  But  as  designated  bogeyman,  I  should  probably  be  flat- 
tered. I  am  not,  however,  because  it  means  I  have  failed  in  deliver- 
ing the  message  as  to  what  kinds  of  things  can  revive  this  indus- 
try. 
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The  arguments  I  have  made,  some  of  them  I  will  make  today, 
which  are  kind  of  the  nominal  cause  of  this  attack,  are  fundamen- 
tally procompetition,  protaxpayer,  and  proAmerican  consumer.  I 
further  believe  they  will  probably  lead  to  the  benefit  of  this  indus- 
try in  the  end  and  create  more  jobs,  including  seafaring  jobs. 
Where  I  differ  with  the  SIU  and  some  in  this  Congress  is  my  inter- 
pretation of  the  usefulness  of  what  passes  for  maritime  policy. 

The  so-called  runaway  operator,  the  flag  dodger,  is  a  76-year-old 
gentleman,  a  Danish  American,  who  I  am  working  with  as  head  of 
U.S.  Shipbuilding  Consortium,  Inc.  He  has  spent  $2  million  and  2 
years  of  his  own  time  and  money  to  try  to  find  a  way  of  revitalizing 
shipbuilding.  He  has  looked  at  new  methods,  new  technology,  new 
approaches  to  what  is  an  archaic  industry,  in  which  we  have  al- 
ready lost  180,000  jobs. 

His  name  is  Ole  Skaarup,  and,  rather  than  being  pilloried,  he 
ought  to  be  applauded  by  members  of  the  union.  For  every  ship  we 
build,  500  Americans  will  have  jobs.  That  is  roughly  the  equivalent 
of  the  number  of  Americans  who  sail  on  25  ships. 

I  bring  it  up  because  I  think  there  is  almost  no  common  sense 
anywhere  in  the  maritime  debate,  including  some  of  the  remarks 
we  have  heard  today.  The  biggest  difference  between  myself  and  a 
lot  of  other  people  who  criticize  the  views  of  the  maritime  lobby  is 
that  we  believe  that  Americans  can  compete  in  world  markets 
without  Grovemment  help  or  hindrance,  and  they  don't. 

Frankly,  it  doesn't  matter  whether  they  are  shipbuilders,  union 
leaders,  or  maritime  politicians.  They  simply  have  no  faith  in  their 
country  or  countrymen.  So  I  think  the  hearing  you  are  holding 
today  will  probably  help  that  process.  It  has  been  very  illuminat- 
ing. 

The  bottom  line  is  that  maritime  policy  has  been  essentially  to 
penalize  companies  for  operating  under  the  American  flag.  Some 
have  said,  on  the  one  hand  we  penalize  them,  on  the  other  hand 
we  help  them.  It  is  really  true.  We  have  built  a  Rube  Groldberg 
complex  of  laws,  supports,  and  regulations.  One  day  I  had  my  staff 
count  it.  It  is  9  feet  worth. 

What  was  once  the  world's  largest  fleet  has  declined  over  a  rel- 
atively constant  curve  and  despite  tens,  if  not  hundreds  of  billions 
of  dollars  in  subsidies  and  protection,  to  what  is  today  no  more 
than  400  ocean-going  ships,  fewer  than  100  in  the  liner  trades  that 
carry  so  much  of  our  commerce. 

No  more  than  20  percent  of  our  liner  trade  is  carried  under  the 
American  flag.  Seafaring  jobs  have  dropped  from  a  high  of  56,000 
to  under  9,200  today.  The  age  of  the  average  merchant  mariner  has 
risen  to  50  for  an  unlicensed  sailor,  44  for  an  officer,  and  as  I  men- 
tioned earlier,  only  one  major  commercial  ship  has  been  built  in  the 
United  States  over  the  last  few  years. 

What  is  frustrating  to  me  as  a  supporter  of  a  competitive  mer- 
chant marine  is  that  these  unhappy  results  have  come  about  de- 
spite massive  taxpayer  expenditures  and  consumer  cost  increases 
that  may  well  total  over  $300  billion  in  current  dollar  equivalents 
over  that  period.  The  numbers  are  staggering:  Some  $40  billion  in 
current  dollars  for  carrier  operating  subsidies;  $20  billion  or  more 
in  higher  transportation  costs  for  required  agricultural  and  mili- 
tary cargo  preference;  some  $30  to  $50  billion  in  construction  sub- 
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sidies;  another  $25  billion  in  domestic  maritime  industry  benefits, 
or  the  Jones  Act.  The  latter  cost  the  consumer  about  $200  billion 
over  that  period.  And  it  goes  on  and  on,  including  another  $2  bil- 
lion a  year  every  year  for  ocean-going  cartels. 

I  think  the  most  important  thing  about  all  of  this  is  that  they 
really  haven't  produced  what  they  are  S£iid  to  have  produced.  For 
example,  let's  take  a  look  at  the  Desert  Shield  buildup,  which  is 
the  best  military  example  we  have  had  in  our  times. 

We  moved  more  goods  in  90  days  than  in  the  entire  Korean  war. 
There  is  a  demonstration  for  the  need  for  sealift,  but  not  for  the 
policy  or  the  ships  said  to  be  produced  by  it.  According  to  the  Mili- 
tary Sea  Command,  91  percent  of  dry  cargos  were  moved  on  ships. 
Only  6,  as  far  as  we  can  tell,  of  the  59  ships  then  subsidized  for 
the  purpose  of  this  movement,  national  defense,  actually  dropped 
their  cargo  directly  into  the  war  zone  in  Saudi  Arabia  with  crews 
that  were  all  American;  38  other  subsidized  vessels  participated, 
but  not  all  the  way  to  shore.  Foreign-flag  feeders  moved  the  goods 
ashore.  All  of  these  individuals  and  companies  participated  honor- 
ably, but  the  point  is  that  they  did  not  participate  in  the  way  the 
laws  are  said  to  have  been  designed. 

The  liquid  bulk  area  may  be  different,  but  we  don't  have  enough 
data  on  that. 

Now,  having  mentioned  that,  let  me  quickly  turn  to  the  specific 
topic,  which  is  cargo  preference,  and  make  a  couple  of  quick  points. 
I  would  like  to  say  to  you  and  others  on  this  panel  that  the  purpose 
of  my  remarks  is  not  necessarily  to  criticize  the  companies,  al- 
though I  think  there  is  fair  criticism  for  the  companies  and 
MARAD  and  agriculture,  but  to  talk  about  the  policy,  and  I  said 
I  would  like  to  abstain  from  the  name-calling  game  of  who  gets  the 
most  subsidy.  I  will  be  happy  to  comment  on  that  later. 

There  are  really  only  two  central  issues  which  underlie  this 
issue,  and  cargo  preference  or  any  other  national  issue.  Does  it 
serve  the  purpose  for  which  it  was  intended?  And  if  it  does,  how 
much  do  we  want  to  pay  for  it? 

The  argument  all  to  boils  down  to,  do  these  preference  subsidies 
really  provide  for  ship  capacity  during  time  of  war  that  would  not 
otherwise  be  there?  Do  they  provide  labor  as  an  alternative  for  use 
during  the  conflict?  If  they  do,  at  what  cost,  and  with  what  alter- 
native? 

The  bottom-line  answer  is  that  I  think  they  may  provide  seamen 
but  they  don't  provide  ships.  Although  Liberty  did  have  a  tanker, 
I  found  a  list  that  was  used,  but  that  is  really — I  think  there  are 
questions  about  whether  a  tanker  should  be  used  for  agricultural 
cargo  preference. 

I  have  really  one  kind  of  simple  suggestion  in  closing,  which  is, 
I  think  it  would  be  very  difficult  for  this  committee  to  solve  the 
issue  of  whether  these  preference  programs  are  effective.  I  think 
that  the  best  solution,  and  I  have  heard  others  talk  about  it  here 
as  well,  is  to  just  simply  dump  those  dollars  over  in  the  Maritime 
Committee  and  let  them  fight  it  out  with  others  for  national  budget 
purposes. 

I  think  you  will  find,  if  you  had  said  that  to  MARAD,  however, 
you  would  have  heard  a  lot  of  hemming  and  hawing  and  they 
wouldn't  have  answered  straight.  I  think  the  reason  pretty  clearly 
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is  that  if  all  of  the  maritime  subsidies  were  aggregated  in  one  place 
and  in  one  line  item,  they  would  be  cut  substantially,  because  I 
don't  think  they  would  pass  the  test  at  OMB  or  the  White  House 
or  before  the  U.S.  Congress. 

With  that,  I  have  a  couple  of  other  thoughts  and  also  comments 
on  some  of  the  other  data  we  heard  earlier.  I  don't  know  if  I  said 
this  at  the  beginning.  Mark  Twain  said,  "Lies,  damn  lies  and  sta- 
tistics." I  think  a  lot  of  what  you  hear  statistically  and  what  we 
heard  earlier  today  can  be  characterized  that  way. 

Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Quartel  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  Penny.  Thank  you  for  your  testimony. 

Mr.  Mills,  you  mentioned  earlier,  or  at  least  you  mentioned  in 
your  written  testimony  that  some  of  the  differential  relates  to  costs 
related  to  U.S.  safety  environmental  and  labor  laws. 

Mr.  Mills.  Yes,  sir. 

Mr.  Penny.  Do  you  want  to  highlight  for  us  in  some  detail  the 
sorts  of  laws  that  apply,  and  the  costs  associated  with  that  compli- 
ance? 

Mr.  Mills.  Yes,  Mr.  Chairman,  I  will  submit  the  individual  costs 
for  the  record. 

[The  information  follows:] 
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U.S. -government  imposed  requirements  raise  the  cost  of  U.S.- 
flag  operation  in  several  ways.  Congress  should  take  these  costs 
into  account  when  it  analyzes  cargo  preference  and  other  maritime 
promotional  programs  and  when  it  compares  U.S.  and  foreign  rates. 

With  respect  to  capital  costs,  to  compete  for  preference 
cargoes  U.S. -flag  vessels  must  generally  be  constructed  in  the  U.S. 
where  construction  costs  are  two  to  three  times  higher  than  in 
foreign  countries.  Even  those  few  U.S. -flag  vessels  that  have  been 
constructed  in  foreign  shipyards  under  various  exemptions  from  the 
U.S.  build  requirements  must  have  national  defense  and  Coast  Guard- 
mandated  safety  features  that  add  to  the  initial  acquisition  cost 
and  maintenance  and  repair  costs.  Liberty  has  recommended  allowing 
newly-constructed  foreign-built  vessels  operated  under  the  U.S.- 
flag  to  compete  for  preference  cargoes. 

With  respect  to  maintenance  and  repair  costs,  U.S. -flag  owners 
face  the  Hobson's  choice  of  either  repairing  their  vessels  in  U.S. 
shipyards  at  substantially  higher  cost  or  repairing  them  in  foreign 
shipyards  and  paying  a  50  percent  duty  on  such  repairs.  In  either 
case,  U.S. -flag  maintenance  and  repair  costs  substantially  exceed 
foreign-flag  costs.  Liberty  has  recommended  elimination  of  the 
repair  duty. 

With  respect  to  insurance  costs,  insuring  a  U.S. -flag  vessel 
is  much  more  expensive  than  insuring  a  foreign-flag  vessel. 
Although  it  is  difficult  to  generalize,  hull  and  machinery 
insurance  is  significantly  higher  because  of  the  cost  of  using  U.S. 
yards  and  protection  and  indemnity  insurance  is  about  three  times 
higher  because  of  the  unlimited  personal  injury  liability 
established  by  the  Jones  Act  (in  contrast  to  the  more  limited 
liability  under  most  state  workmen's  compensation  laws) . 

With  respect  to  safety  and  health  costs,  the  Coast  Guard 
zealously  enforces  generally  higher  U.S.  standards  while  foreign- 
flag  operators  enjoy  lax  regulation  by  "flag-of -convenience" 
nations.  While  I  emphasize  that  Liberty  and  the  American  merchant 
marine  do  not  object  to  complying  with  higher  U.S.  safety  and 
health  requirements,  the  American  merchant  marine  suffers  a 
competitive  economic  disadvantage  for  doing  so. 

With  respect  to  environmental  regulations,  the  U.S.  has  the 
strictest  marine  environmental  laws  in  the  world  bar  none. 
Although  foreign-flag  vessels  must  comply  with  those  laws  when  in 
U.S.  waters,  U.S. -flag  vessels  must  comply  everywhere  they  go. 
This  cost,  while  environmentally  beneficial,  puts  American 
operators  at  a  competitive  disadvantage. 

With  respect  to  labor  costs,  unlike  any  other  U.S.  industry, 
the  U.S. -flag  merchant  marine  is  required  by  law  to  employ  100 
percent  American  citizens.  U.S. -flag  vessels  do  not  compete 
against  vessels  crewed  with  citizens  of  our  major  trading  partners 
such  as  Japan  and  Germany.  Instead,  they  compete  against  "flag-of- 
convenience"  vessels  with  third-world  crews  and  a  few  European 
officers.  Third-world  wages  are  low  and  the  employees  rarely  if 
ever  receive  any  kind  of  health  care  and  retirement  benefit 
package.  A  "mixed"  crew  with  a  few  European  officers  and  Chinese 
crewmembers  costs  about  one  fourth  or  one  fifth  the  cost  of  a  U.S. 
crew. 
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Mr.  Mills.  In  terms  of  the  U.S.  labor  laws,  of  course,  U.S.-flag 
ships  are  required  to  have  U.S. -citizen  crews.  Those  are  the  mari- 
time labor  laws  in  the  United  States.  We  are  subject  to  various  en- 
vironmental protection  requirements,  subject  to  OSHA-type  stand- 
ards, either  directly,  through  the  Labor  Department,  or  through 
the  Coast  Guard. 

The  Coast  Guard  standards — and  there  is  a  hearing  over  in  the 
Merchant  Marine  Committee  today — Coast  Guard  standards  have 
differential  requirements,  for  example,  for  fireproofing,  for  wiring, 
electrical,  implementation,  communications  gear,  as  well  as  indi- 
vidual crew  safety  requirements. 

And,  in  addition,  of  course,  there  are  substantial  U.S.  tax  laws 
which  U.S.  companies  and  U.S.  crews  are  subject  to,  which  dif- 
ferentiate between  U.S.  commercial  vessels  and  their  foreign  com- 
petitors. All  of  those  have  an  incremental  cost.  All  those  work  to 
establish  a  kind  of  fundamental  level  of  differential  between  the 
U.S.-flag  and  the  world  market. 

Mr.  Penny.  But  all  other  factors  being  equal,  do  you  have  some 
sense  of  the  portion  of  the  total  cost  that  might  be  related  to  those 
standards  that  apply  only  because  these  are  U.S.  vessels? 

Ten  percent,  20  percent? 

Mr.  Mills.  I  am  sure  that  it  would  be  northward  of  20  percent. 

Mr.  Penny.  That  is  helpful  to  know. 

As  an  owner,  or  at  least  you  are  involved  with  a  firm  that  is  the 
owner  of  some  of  these  vessels,  how  do  you  feel  about  those  re- 
quirements? Are  they  excessive? 

Mr.  Mills.  It  varies.  There  is  not  an  easy  answer,  Mr.  Chair- 
man. There  are  many  requirements  without  which  I  certainly 
wouldn't  let  a  child  of  mine  go  aboard  a  vessel  if  those  standards 
weren't  required. 

Mr.  Penny.  Although  those  standards  are  not  required  on  many 
ships  traveling  the  globe. 

Mr.  Mills.  Absolutely  correct,  Mr.  Chairman.  And  so  those  kinds 
of  standards  that  go  to  the  inherent  safety  of  the  vessel  and  the 
safety  of  the  crew,  the  efficient  operation,  and  the  protection  of  the 
environment,  I  think  ought  to  be  imposed  worldwide  on  any  vessels 
that  call  on  our  shores. 

There  are  other  standards  that,  as  Mr.  Quartel  would  say,  form 
a  kind  of  a  crazy  quilt  regulatory  scheme,  as  happens  in  other 
areas.  I  am  sure  the  agricultural  community  suffers  from  the  same 
kinds  of  requirements,  which  are  just  as  difficult  and  costly  and 
probably  not  worth  their  while,  sir. 

Mr.  Penny.  I  noted  your  remarks  about  a  shipment  that  your 
firm  was  involved  in,  I  think  destination  of  this  shipment  was 
Kyrgyzstan. 

Mr.  Mills.  I  think  it  was  Byelorussia,  via  Estonia. 

Mr.  Penny.  Did  I  notice  in  the  testimony  that  the  shipping  costs 
there  were  50  percent  higher  than  the  costs  for  a  non-U.  S. -flag  ves- 
sels? 

Mr.  Mills.  That  is  probably  about  the  proportion,  yes,  sir. 

Mr.  Penny.  Both  you  and  I  believe  Mr.  Blank  indicated  that  you 
thought  that  your  shipping  costs  were  coming  down  in  relationship 
to  non-U.S.-flag  vessels. 
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Mr,  Mills.  They  are  as  the  terms  of  the  charters  and  the  fixtures 
become  more  commercial,  and  again,  we  can  take  as  an  example 
the  K5n*gyzstan  tender  out  right  now.  One  of  the  things  that  we 
urged  on  Agriculture,  and  we  were  joined  in  happily  by  the  Appro- 
priations Committee  on  May  5,  was  to  eliminate  the  port  delays 
and  to  shift  the  risk  of  unloading  to  the  recipients, 

Russia  was  not  willing  to  agree  to  those  things  in  the  negotia- 
tions, but  I  see,  for  example,  that  this  Kyrgyzstan  tender,  the  good 
news  is  that  it  does  have  free  out  terms  that  puts  on  the  recipient 
the  risk  of  unloading.  That  is  the  good  news. 

The  bad  news,  unfortunately,  is  that  they  only  have  1,000  tons 
a  day  unloading,  so  for  a  50,000-ton  cargo,  that  is  a  50-day  unload. 
It  ought  to  be  5,000  or  10,000  tons  a  day.  So  it  is  not  just  free  out 
we  need.  It  is  free  out  under  commercial  terms.  Those  are  the 
things  that  act  to  exacerbate  the  differential. 

Mr.  Penny.  So  when  you  bid  on  a  shipment,  how  are  these 
delays  factored  in? 

Mr.  Mills.  It  is  straight  mathematics.  If  I  could  continue  with 
the  first  example,  if  we  are  going  to  bid  on  this  Kyrgyzstan  cargo, 
my  client's  ships  are  the  largest  in  the  trade.  They  are  64,000  tons. 
So  if  there  is  a  50,000-ton  cargo,  which  is  a  nice-sized  parcel,  nor- 
mally they  would  factor  in  8  to  10  days  to  unload  at  a  daily  capital 
cost  and  operating  cost  of,  say,  $20,000  a  day.  Instead  of  10  days 
to  unload,  we  often  have  to  factor  in  50  days  to  unload  where  we 
have  unfavorable  terms. 

So,  again,  take  your  $20,000  a  day,  take  another  40  days,  that 
is  $800,000.  On  50,000  tons,  that  is  $16  or  $17  a  ton  right  there 
for  the  delay.  It  is  absurd.  There  is  no  benefit  to  the  U.S.  Govern- 
ment. There  is  certainly  no  benefit  whatsoever  to  the  people  of 
Kyrgyzstan. 

Mr.  Penny.  But  that  gets  factored  into  the  negotiated  contract, 
doesn't  it? 

Mr.  Mills.  We  have  to  bid  the  rate,  Mr.  Chairman. 

Mr.  Penny.  So  you  have  to  anticipate  the  delivery  and  also  cal- 
culate the  time  that  it  will  take  to  off-load  and  factor  that  into  your 
bid. 

Mr.  Mills.  That  is  right,  sir, 

Mr,  Penny.  So  any  other  company  that  might  be  in  a  position  to 
compete  with  you  is  going  to  be  factoring  in  that  same  information? 

Mr.  Mills.  Yes,  sir.  If  everybody  could  reduce  their  rates 

Mr.  Penny,  Are  these  contracts  typically  flat-dollar  contracts  or 
do  they  have  provisos  that  would  allow  you  a  higher  payment  if  it 
rotates  longer? 

Mr,  Mills,  In  the  commercial  world  there  are  typically  demur- 
rage and  dispatch  clauses.  Demurrage  is  for  delay,  dispatch  is  for 
a  quick  load.  If  you  look  at  a  ship  like,  say,  an  apartment,  you  pay 
for  each  day  you  use  the  ship.  So  if  you  get  out  earlier,  you  get  a 
little  money  back.  If  you  are  delayed,  then  the  cause  of  the  delay 
has  to  pay  you  for  those  days  you  delay. 

That  gives  the  receiver  the  incentive,  since  the 

Mr,  Penny,  The  receiver  would  pay  demurrage,  if  they  took 
longer  to  off-load  than  anticipated, 

Mr,  Mills.  Exactly.  The  foreign-flag  commercial  charters  always 
have  demurrage.  If  we  pull  into  a  port  with  a  no-demurrage  dis- 
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patch  clause  and  a  foreign-flag  vessel  comes  in  with  demurrage  and 
dispatch,  who  is  going  to  get  unloaded  first? 

Mr.  Penny.  That  could  push  you  beyond  the  amount  of 

Mr.  Mills.  Of  time  that  we  have  contracted  for. 

Mr.  Penny.  Of  days  that  you  have  anticipated  or  assumed  in  the 
contract  you  have  signed? 

Mr.  Mills.  That  is  correct,  or  if  in  this  case  there  was  a  free- 
out  charter  as  in  Kyrgyzstan  but  they  have  only  set  a  1,000-ton  a 
day  rate,  you  have  already  factored  in  the  delay  and  therefore  the 
rate  would  have  been  higher.  It  is  nuts. 

Mr.  Penny.  Mr.  Blank,  you  indicated  you  are  heavily  into  NIS 
shipments.  Is  there  anything  about  your  involvement  in  that  arena 
that  you  would  like  to  share,  anything  different  than  what  has 
been  indicated  by  Mr.  Mills? 

Mr.  Blank.  Mr.  Chairman,  I  have  in  front  of  me  all  our  1993  fix- 
tures, and  the  description,  and  I  have  circled  in  port  25  days,  in 
port  17  days,  in  port  18  days,  took  23  days  to  discharge,  12  days 
to  berth,  11  days  to  berth 

Mr.  Penny.  All  of  that  is  based  on  contracts  that  had  shorter  as- 
sumed time  periods,  or  what? 

Mr.  Blank.  Well,  they  originally  did,  but  we  now  know  what  we 
are  going  to  be  stuck  with. 

Mr.  Penny.  But  in  each  of  those  cases  you  then  had  to,  in  a 
sense,  eat  the  cost  of  those  extra  days  in  port? 

Mr.  Blank.  That  is  not  the  only  cost  we  have  had  to  eat.  We 
have  had  vessels  underway  that  expected  their  stevedoring  costs  to 
be  $2  a  ton  and  have  arrived  to  have  their  stevedoring  costs  more 
than  2V2  times  that. 

Mr.  Penny.  And  why  was  that? 

Mr.  Blank.  Because  if  they  tell  you  what  it  is  going  to  be,  that 
is  what  it  is  going  to  be.  That  is  because  that  is  the  way  it  is  over 
there.  If  they  tell  you  that  the  rate  is  now  this  much,  that  is  what 
you  pay. 

Mr.  Penny.  I  see.  The  rate  at  that  end. 

Mr.  Blank.  You  smile  and  say.  Thank  you.  And  we  have  had 
shipments,  to  inland — now  Isindlocked  former  CIS  countries  like 
Moldova,  you  have  to  get  the  Moldovians  take  title  to  the  cargo  at 
their  border,  so  USDA  has  arranged  that  the  carrier  is  responsible 
for  the  inland  portion  to  the  border  of  the  destination  country. 

Well,  first  of  all,  there  is  a  question  as  to  who  owns  the  railroads, 
but  there  is  not  a  great  incentive  on  the  part  of  the  Ukrainian  rail- 
road system  to  make  sure  that  the  Moldovians  get  a  bargain  on 
their  rate.  We  have  to  pay  in  hard  currency.  They  know  we  are 
going  to  pay  in  hard  currency.  It  is  going  to  be  the  only  hard  cur- 
rency they  see.  And  our  rates  went  up  substantially  after  arrival. 

Mr.  Penny.  You  don't  have  cost-plus  arrangements,  do  you? 

Mr.  Blank.  Only  on  the  paying  side,  not  on  the  receiving  side. 

Mr.  Penny.  On  the  paying  side,  in  terms  of  when  you  get  there 
and  they  say  the  discharge  rate  is  higher  or  whatever,  you  get 
stuck;  but  on  the  U.S.  side,  we  don't  then  give  you  an  extra  pay- 
ment to  compensate  for  those  unanticipated  costs? 

Mr.  Blank.  No,  sir;  we  do  not. 

Mr.  Penny.  Thank  you. 
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Mr.  Quartel,  I  do  have  a  couple  of  questions  for  you,  but  I  want 
to  accommodate  my  colleague,  first. 

Mr.  Allard.  Thank  you,  Mr.  Chairman. 

We  had  a  previous  witness,  I  think  it  was  Congresswoman  Bent- 
ley,  who  said  that  80  percent  of  the  shipping  that  went  over  in  the 
Persian  Gulf  crisis  was  American  ships.  And  80  percent  of  the  vol- 
ume was  American  ships. 

And  then  it  has  been  pointed  out  later  that  that  wasn't  nec- 
essarily merchant  marine,  that  that  figure  included  merchant  ma- 
rine as  well  as  Department  of  Defense  ships.  I  would  like  to  have 
that  clarified  for  the  record. 

Mr.  Mills.  Yes,  sir.  My  understanding  of  the  testimony  and  the 
statistics  is  that  about  20  to  25  percent  of  the  80  percent  was  DOD 
Ready  Reserve  Fleet  and  then  50  to  55  percent  was  private  U.S.- 
flag  commercial. 

Mr.  Allard.  Thank  you  for  clarifying  that  for  the  record. 

Now,  you  were  sort  of  put  on  notice  that  this  question  was  com- 
ing, because  I  presented  it  to  the  previous  witness,  and  you  prob- 
ably prepared  an  answer — at  least  I  hope  so — ^your  ships  that  you 
purchase  are  American-made  ships? 

Mr.  Mills.  We  have  both  American  and  foreign-constructed 
ships.  There  was  a  window  in  the  1980  Merchant  Marine  Act  that 
allowed  for  foreign  construction  for  U.S.-flag.  And  some  of  our  ships 
were  built  abroad.  Others  of  our  ships  are  U.S.-built.  Overwhelm- 
ingly the  U.S.-flag  fleet  is  built  in  the  United  States. 

Mr.  Blank.  For  our  company,  we  have  I  think  17  or  18  U.S.-flag 
ships  now.  We  have  three  dry  bulk  ships,  one  of  them  built  in  the 
United  States,  two  of  them  were  built  pursuant  to  that  waiver.  All 
the  tankers  were  built  in  the  United  States. 

Mr.  Allard.  Where  are  those  built  at? 

Mr.  Mills.  Ours  is  Korea.  The  U.S.-flag  ships?  California.  Na- 
tional Steel  &  Shipbuilding. 

Mr.  Allard.  That  is  where  most  of  your  ships  would  be  built,  in 
California? 

Mr.  Mills.  There  are  very  few  big  shipyards  left  capable  of  build- 
ing the  large  commercial  vessels.  Bath  Ironworks  in  Maine,  Tampa, 
Avondale,  Litton,  California,  NASSCO  in  California. 

Mr.  Allard.  So  you  have  the  American  ships — are  they  new  ones 
or  has  it  been  1980  since  you  purchased  it? 

Mr.  Mills.  Our  last  ships  were  delivered,  sir,  in  1986. 

Mr.  Allard.  So  the  last 

Mr.  Mills.  About  6,  7  years- 


Mr.  Allard.  No  additions  to  your  fleet  or  replacements? 

Mr.  Mills.  No,  sir.  That  is  pretty  symptomatic  of  the  entire  fleet. 

Mr.  Penny.  Could  I  interject  at  this  point?  What  was  the  driving 
factor  behind  the  decision  to  modernize  the  fleet  at  that  time? 

Mr.  Mills.  The  general  demand  for  ships  for  the  cargo  pref- 
erence fleet 

Mr.  Penny.  So  that  anticipation  of  that  volume  of  shipment 
made  it  profitable  for  the  industry  to  decide  to  make  new  ship  pur- 
chases in  that  timeframe? 

Mr.  Mills.  Yes,  sir.  Even  though,  and  this  is  a  very  important 
point,  it  particularly  goes  back  to  my  point  on  consecutive  voyage 
charters  in  terms  of  financing.  Despite  the  demand  and  despite  the 


103 

companies'  excellent  track  records,  we  were  unable  to  get  any  com- 
mercial financing  at  all  on  the  strength  of  the  program  or  using  the 
ships  as  collateral.  The  ships  were  financed  100  percent  by  the  in- 
dividual capital  assets  of  the  companies  building  them. 

Mr.  Penny.  Thank  you. 

Mr.  Allard.  Thank  you,  Mr.  Chairman. 

I  have  two  other  questions.  Does  the  maritime  industry  seek  fi- 
nancial support  from  the  Department  of  Transportation? 

Mr.  Mills.  Yes,  sir.  There  is  the  operating  differential  subsidy 
program  that  is  administered  directly  from  the  Department  of 
Transportation. 

Mr.  Penny.  That  applies  to  what,  just  to  elaborate,  what  ship- 
ments or  what 

Mr.  Mills.  It  is  primarily  a  liner  program,  although  there  are 
some  bulk  ships  which  have  contracts,  and  it  is  under  the  1936 
Merchant  Marine  Act.  It  purports  to  pay  the  differential  between 
U.S.-flag  and  foreign-flag  operating  costs  of  the  foreign-flag  com- 
petition on  a  particular  service  route  or  line. 

Mr.  Penny.  So  it  is  not  universal,  it  is  not  all  operations? 

Mr.  Mills.  No,  sir, 

Mr.  Penny.  How  do  you  decide  which  routes  or  which  shipments? 

Mr.  Mills.  There  is  a  great,  long  law 

Mr.  Penny.  Is  it  like  the  export  enhancement  program  for 
wheat? 

Mr.  Mills.  No,  actually  there  are- 


Mr.  Penny.  In  terms  of  us  subsidizing  the  difference  between 

Mr.  Mills.  On  the  bulk  side,  it  is  completely  different.  On  the 
liner  side,  there  are  actually  essential  trade  routes  designated  by 
the  Maritime  Administration. 

Mr.  Penny.  And  the  degree  you  ship  in  those  routes,  you  auto- 
matically get  this  subsidy? 

Mr.  Mills.  You  only  do  if  you  are  fortunate  enough  to  have  a 
contract,  and  there  haven't  been  any  new  contracts  let  in  years, 
and  these  contracts  are  expiring  between  now  and  1997  or  1999. 

Mr.  Penny.  And  you  don't  expect  those  contracts  to  be  renewed? 
Are  we  going  to  see  the  cost  of  that  subsidy  come  down  as  the  ex- 
isting contracts  expire? 

Mr.  Blank.  The  principal  American-flag  liner  companies  have  in- 
dicated that  unless  there  is  a  new  program  or  a  renewal  of  the  pro- 
gram and  some  redesign  of  the  program,  they  will  flag  foreign. 
That  is  currently  a  highly  contentious  issue 

Mr.  Penny.  TTiis  is  the  issue  that  has  been  making  the  news  re- 
cently. The  administration  is  talking  about  phasing  this  out  by 
1997  or  so? 

Mr.  Blank.  Yes,  sir. 

Mr.  Penny.  But  again,  you  indicated  that  you  don't  get  an  auto- 
matic subsidy,  yet  it  sounds  as  if  as  long  as  the  law  is  there  you 
do  get  an  automatic  subsidy. 

Mr.  Mills.  No.  The  law  authorizes  20-year  contracts  for  the  sub- 
sidy. There  haven't  been  any  new  contracts  let. 

Mr.  Penny.  But  there  are  contracts  in  place? 

Mr.  Mills.  There  are  contracts  in  place.  It  covers,  I  guess,  rough- 
ly one-half  of  the  liner  industry,  and  probably  10  or  20  percent  of 
the  bulk  industry.  Tliat  is  all. 
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Mr.  Penny.  And  as  those  contracts  expire 

Mr.  Mills.  They  are  not  replaced. 

Mr.  Penny.  And  the  reason  those  would  expire  is  because-the- 
who-is  it  contracts  with  the  companies  at  the  other  end? 

Mr.  Mills.  No.  The  contract  is  between  the  Federal  Grovemment 
on  the  one  hand  and  on  the  shipping  company  on  the  other  hand. 
They  are  20-year  contracts,  authorized  under  the  statute,  and  they 
would  come  to  an  end  because  they  will  expire  by  their  own  terms, 
sir. 

Mr.  Penny.  So  it  just  gives  an  ongoing  Federal  subsidy  to  keep 
you  competitive  in  those  routes? 

Mr.  Mills.  Yes,  sir.  And  to  complete  my  answer  to  Mr.  Allard, 
of  course,  the  other  subsidy  paid  by  MARAD  is  one-third  of  the 
cargo  preference  subsidy,  which  of  course  is  funded  by  the  DOT, 
and  two-thirds  is  funded  by  Agriculture. 

Mr.  Allard.  In  hearing  this  testimony  here  today,  it  has  become 
obvious  to  me  that  we  on  both  sides  deal  with  conglomerates.  We 
have  individuals  who  store  grain  domestically  and  distribute  it  that 
also  have  an  interest  in  shipping  lines.  Do  you  have  interests  in 
other  companies? 

Mr.  Mills.  My  client  does  not.  My  client,  Liberty  Maritime  Cor- 
poration, is  an  operator  just  of  these  ships.  Part  of  the  interest  in 
these  ships  is  owned  by  a  company  involved  in  steel,  the  Schnitzer 
Steel  Company  in  Oregon. 

Mr.  Blank.  OMI  is  a  publicly  traded  corporation;  it  does  nothing 
but  shipping.  The  other  largest  American  bulk  operator  also  is — 
OSG,  is  a  pure  shipping  company.  The  two  largest  liner  companies 
in  the  United  States,  one  is  American  President  Companies,  which 
is  almost  exclusively  a  shipping  company.  The  other  is  Sea  Land, 
which  is  owned  by  CSX  Corporation. 

Mr.  Allard.  And  it  is  all  domestic  owners,  no  foreign  owners? 

Mr.  Mills.  Yes,  sir. 

Mr.  Allard.  By  law,  it  requires  that? 

Mr.  Mills.  Yes,  sir. 

Mr.  Allard.  Thank  you. 

Did  you  want  to  make  a  comment,  Mr.  Quartel? 

Mr.  Quartel.  Yes.  Actually  they  are  both  publicly  held,  and 
while  technically  they  are  supposed  to  have  x  percentage,  which  I 
think  is  75  percent  American  ownership,  it  would  be  hard  to  check 
the  stock  ownership,  but  it  can  be  assumed  to  be  American. 

Mr.  Blank.  It  is  my  job  to  check  the  stock  ownership. 

Mr.  Mills.  We  have  to  get  affidavits  annually  and  semiannually 
to  the  Maritime  xA.dministration  on  penalty  of  going  to  jail. 

Mr.  Allard.  Thank  you,  Mr.  Chairman. 

Thank  you  for  your  answers. 

Mr.  Penny.  Mr.  Quartel,  I  want  to  ask  an  elementary  question. 
You  served  on  the  Federal  Maritime  Commission  for  a  couple  of 
years? 

Mr.  Quartel.  2  years. 

Mr.  Penny.  What  is  the  jurisdiction  and  the  responsibility  of  that 
Commission? 

Mr.  Quartel.  The  jurisdiction  of  the  Federal  Maritime  Commis- 
sion is  the  regulation  of  liner  trade,  which  are  what  you  typically 
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and  most  people  think  of  as  ships  at  sea  carrying  the  cargos  that 
come  off  trucks  and  go  across  the  oceans. 

Mrs.  Bentley  made  one  remark  I  thought  was  interesting,  which 
was  that  the  FMC  doesn't  have  jurisdiction  over  agricultural  cargo 
preference.  She  is  quite  right.  But  I  would  say  her  tenure  as  chair- 
man of  the  Commission  made  it  clear  we  should  have  an  interest 
in  the  larger  picture,  because  what  happens  in  one  sector  of  the 
maritime  industry  has  an  impact  on  the  other. 

I  think  one  of  the  things  that  is  unfortunate  about  this  whole  de- 
bate is  that  everything  is  segmented  into  little  tiny  self-interests, 
and  we  should  really  be  taking  this  entire  issue  to  full  public  de- 
bate, and  it  tends  to  be  held  closely  behind  closed  doors  instead. 

I  have  said  that  I  actually  tried  to  have  the  Commission  abol- 
ished, Mr.  Chairman.  Our  actual  goal  was  to  regulate  oceangoing 
cartels,  80  percent  of  the  membership  of  which  was  foreign.  And  in 
so  regulating  them  we  gave  them  essentially  blanket  antitrust  im- 
munity to  form  cartels  and  do  all  the  other  things  cartels  do  on  the 
oceans. 

We  were  in  charge,  furthermore,  of  enforcing  the  rates  that  they 
then  fixed  among  them  in  the  cartel  process,  and  then  in  requiring 
that  shippers  use  those  rates. 

So  as  I  have  said,  our  goal  at  the  FMC  was  to — it  is  the  only  in- 
dustry in  which  cartel  ratemaking  is  a  legal  practice  and  customer 
discounts  are  illegal. 

Mr.  Penny.  What  was  your  relationship  with  the  Maritime  Ad- 
ministration? 

Mr,  QuARTEL.  We  have  no  relationship  whatsoever  in  a  formal 
sense.  The  FMC  is  a  totally  independent  executive  branch  agency. 
MARAD  is  a  subsidiary  agency  to  the  Department  of  Transpor- 
tation, intermodal  agency. 

But  I  can  tell  you  all  during  the  period  I  was  there  and  prior  to 
it  that,  I  spent  my  first  4  months  sitting  over  at  the  Department 
of  Transportation  with  the  then  Administrator  Warren  Leback  and 
others  being  tutored  on  the  maritime  industry.  So  we  had  a  pretty 
good  working  relationship. 

Mr,  Penny.  You  mentioned  in  your  testimony  alternatives  to 
cargo  preference  and  other  subsidies.  What  are  some  alternatives 
that  we  ought  to  be  considering? 

Mr.  QuARTEL.  I  think  that  is  probably  at  the  end.  I  said  there 
are  other  approaches  potentially  to  cargo  preference, 

Mr,  Penny,  I  don't  recall  that  you  got  into  much  detail. 

Mr,  Quartel.  No.  My  bottom  line  on  all  of  what  we  do  is  that 
we  have  spent  nearly  100  years,  and  this  is  a  predicate  to  the  an- 
swer, building  up  a  bunch  of  programs  that  hang  like  a  Christmas 
tree,  one  to  offset  the  impact  of  the  other. 

In  the  end,  all  of  the  problems  of  the  fleet  boil  down  to  the  re- 
quirements of  the  U,S,-flag,  which  are  that  you  man  American  in 
foreign  commerce  essentially,  although  that  is  not  totally  true,  but 
in  order  to  receive  the  subsidies  of  one  kind  or  another;  or  that  in 
domestic  commerce,  you  man,  buy,  build,  own  American,  all  of 
which  sounds  terrific,  but  what  it  has  done  in  the  domestic  sector 
is  essentially  shrink  the  domestic  market  to  now  only  15  percent 
of  all  domestic  water-borne  cargos  at  no  more  than  5  percent  of  the 
value  of  all  of  those  cargos. 
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In  international  commerce,  we  have  shrunk  in  the  last  decade 
from  27  percent  of  the  market  share  to  less  than  4  percent.  We 
have  one-fifth  of  the  market  for  the  liner  trade  of  all  that  goes  in 
and  out  of  the  United  States.  We  have  almost  no  percentage  at  all 
of  our  oil  tanker  market,  and  so  on  and  so  forth. 

There  are  many  different  reasons  for  it.  My  own  view  on  this  is 
it  would  be  best  if  we  simply  eliminated  all  of  these  things  and 
started  over  with  a  clean  sheet. 

There  are  two  historic  reasons  for  most  of  these  programs.  It  is 
summarized  in  a  document  written  in  1937  by  Joe  Kennedy,  father 
of  President  Kennedy,  then  studying  the  impact  of  the  1936  act, 
the  Merchant  Marine  Act,  in  anticipation  of  a  potential  war.  He  ex- 
amined, **Was  there  an  economic  interest  that  required  these  pro- 
grams, or  is  there  a  national  security  interest?"  What  he  concluded 
is  there  was  very  little  economic  interest,  in  fact,  even  in  a  period 
where  we  carried  what  cargos  we  carried. 

Someone  has  said  today  that  it  gives  you  bargaining  power. 
What  he  found  then  and  what  we  find  now  is  you  don't  get  bargain- 
ing power.  One  of  the  interesting  things  then  and  now  about  the 
cartel  systems  is  that  what  drives  up  the  price  is  the  American  car- 
riers looking  for  a  higher  price. 

On  the  national  security  side,  which  I  think  relates  to  Vice 
Comdr.  Sansone's  testimony,  my  view  is  that  the  best  way  to  see 
if  any  of  this  works  is  to  look  at  the  best  war  we  have — and  the 
best  war  we  have  in  modem  times  is  the  gulf  war,  in  which  we 
moved  as  much  in  90  days  as  we  did  in  the  entire  Korean  War. 

Contrary  to  what  has  been  said — actually,  there  is  a  chart  we 
need  to  request  from  NSC  called  the  Waterfall  Chart.  That  basi- 
cally shows  the  use  of  the  various  kinds  of  ships  over  the  course 
of  the  war. 

In  fact,  SMESA,  which  is  what  Wsdly  refers  to,  that  is  really 
right  straight  out  of  the  liner  trade,  constituted  only  7  percent  of 
total  movements.  This  is  what  I  mean  by  the  distortion,  misuse, 
and  abuse  of  statistics  in  this  industry. 

It  was  said  several  times  that  80  percent  of  the  cargo  is  moved 
on  U.S.-flag  bottoms.  Yes,  but  they  were  fast  sealift,  which  is 
owned  by  the  Military  Sealift  Command.  They  were  preposition 
ships.  They  are  RRF.  They  were  chartered  vessels.  They  were  not 
out  of  the  commercial  fleet.  Only  7  percent  of  the  total  came  out 
of  the  commercial  fleet  that  you  think  of  as  the  ships  being  sub- 
sidized. 

Several  other  people  mentioned  the  numbers — six  ships — that 
went  into  the  war  zone.  I  picked  that  in  my  original  article  to  kind 
of  illustrate  this  discontinuity  between  the  programs,  what  they 
are  said  to  be  for  and  what  they  really  do. 

In  reality,  these  programs  are  said  to  be  there  so  we  have  Amer- 
ican-built ships  manned  by  American  sailors  to  bring  equipment  to 
boys  on  the  ground.  In  fact,  what  they  did  was  carry  it  correctly 
as  liner  operators  on  their  ships  while  they  participated,  and  they 
then  took  it  to  Haifa  or  someplace  else  and  put  them  on  foreign- 
flag  feeders  manned  by  foreigners  to  get  it  ashore. 

It  has  essentially  been  said,  as  a  matter  of  policy,  that  these  for- 
eigners could  not  be  trusted  to  take  goods  ashore  in  wartime.  Yet, 
there  was  only  one  instance,  out  of  hundreds  of  trips  in  which 
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there  was  an  incident  with  a  foreign  crew,  and  it  was  over  a  con- 
tract. 

If  the  issue  is  ships,  you  have  one  decision.  If  it  is  people,  you 
have  another.  I  have  not  been  able  to  find — and  I  have  a  list  of  all 
the  ships  that  went  into  the  gulf — I  have  not  been  able  to  find  one 
grain  carrier  that  was  subsidized  under  cargo  preference  that  went 
into  the  gulf. 

Now,  someone  pointed  out,  some  went  into  Somalia,  but  the  Sec- 
retary of  State  said  the  other  day  that  Somalia  wasn't  an  economic 
interest,  it  was  humanitarian.  Tankers  are  a  different  issue. 

When  I  say  there  are  other  ways  to  go  about  it,  in  programmatic 
terms,  I  think  we  have  to  begin  by  revising  the  regulatory  struc- 
ture. We  have  to  open  the  flag. 

The  Norwegians  have  been  mentioned,  their  cost  structure.  They 
were  down  to  46  ships  about  4  years  ago  under  their  flag  rules, 
with  their  high  labor  rates,  et  cetera,  and  they  opened  their  flag. 
They  let  the  flag  essentially  be — I  forgot  the  percentages,  80  per- 
cent international,  20  percent  Norwegian  sailors,  and  they  went 
within  the  span  of  2  years  to  1,440  ships  under  that  open  Nor- 
wegian flag. 

I  would  argue  to  my  friends  in  the  unions — and  I  have  friends 
in  the  unions,  they  wouldn't  admit  it — that  it  would  be  better  to 
have  20  percent  of  1,500  ships  under  an  open  U.S.-flag  than  100 
percent  of  zero  ships,  and  that  is  what  is  going  to  happen  under 
the  programs  that  they  call  reform.  The  so-called  reform  programs 
are  nothing  more  than  more  of  the  same. 

So  to  me,  if  you  want  to  argue  whether  or  not  cargo  preference 
has  a  value,  I  would  let  the  military  decide  if  it  has  a  military 
value,  and  I  would  let  MARAD  decide  if  it  has  an  industrial  eco- 
nomic value,  and  let  them  pay  the  bill.  I  think  what  you  would  find 
is  that  the  military  would  refuse  to  pay  the  bill. 

And  I  think  MARAD  might  try  to  pay  the  bill,  but  I  think  they 
don't  want  to  because  it  is  hard  to  justify  these  on  an  economic 
basis. 

Mr.  Penny.  Mr.  Quartel,  could  you  make  that  chart  available  to 
the  committee  and  any  supporting  documents? 

Mr.  Quartel.  Yes,  I  will. 

Mr.  Penny.  Mr.  Mills,  did  your  firm  send  any  ships  into  the  gulf? 

Mr.  Mills.  They  entered  the  war  zone  many  times  delivering 
grain. 

Mr.  Penny.  But  they  were  not  as  part  of  a  military  shipment. 

Mr.  Blank,  how  about  your  firm's  vessels? 

Mr.  Blank.  I  believe  almost  every  one  of  the  tankers  that  went 
to  Russia  also  served  in  the  gulf  during  the  war.  Most  of  our  ships 
did. 

Mr.  Penny.  Delivering  fuel  to  American  units  there? 

Mr.  Blank.  Yes. 

Mr.  Quartel.  Can  I  comment  on  that? 

Actually  I  see  from  the  records  of  ships  that  actually  delivered 
in  the  gulf,  that  two  of  their  ships  made  nine  trips,  the  Hudson  and 
the  Rover,  and  one,  the  Courier,  did  a  U-turn.  Others  were  no 
doubt  involved  but  they  didn't  land  in  the  war. 

Mr.  Penny.  Thank  you  for  that  clarification. 

Mr.  Blank,  you  don't  dispute  that? 
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Mr,  Blank.  I  really  don't  know.  We  had  our  ships  on  charter. 
Where  they  were  sent  exactly  I  can't  tell  you. 

Mr.  Penny.  Mr.  Smith,  you  wanted  to  wrap  things  up  for  us? 

Mr.  Smith.  Thank  you,  Mr.  Chairman.  I  appreciate  your  courtesy 
to  allow  me  to  sit  with  you  and  ask  questions. 

Mr.  Penny.  I  apologize  because  I  didn't  see  you  walk  in  until  just 
a  few  minutes  ago.  I  am  sorry. 

Mr.  Smith.  No  problem  at  all.  I  am  delighted  to  have  just  a  cou- 
ple of  minutes,  Mr.  Chairman,  on  an  issue  that  I  am  most  inter- 
ested in. 

When  I  am  in  Oregon,  my  wheat  farmers  come  to  me  and  they 
say,  **Why,  when  we  export  60  to  70  percent  of  our  product  to  for- 
eign lands,  do  we  have  to  pay  cargo  preference?" 

Which  comes  out  of  the  USDA,  they  don't  understand  that.  And 
then  my  Oregon  maritime  interests  outlined  to  me  specifically  that 
because  of  problems  in  foreign  ports  and  domestic  ports  that  it  is 
necessary  to  continue  cargo  preference  for  them  to  stay  in  business. 

So  we  are  in  kind  of  an  interesting  situation,  at  least  I  am  and 
the  rest  of  Congress,  I  think  in  trjdng  to  work  our  way  through  this 
thing  to  sell  more  food  in  export  and  to  keep  the  maritime  program 
vital. 

And  in  that  context,  I  would  like  to  ask  some  questions  of  your 
witnesses  here.  First  of  all,  is  there,  in  your  opinion,  some  world- 
wide prejudice  against  American  bottoms? 

Mr.  QUARTEL.  To  all  of  us? 

Mr.  Smith.  Anybody. 

Mr.  Quartel.  I  will  start.  I  don't  think  so.  I  think  people  choose 
carriage  on  the  basis  of  cost  and  service.  In  fact,  the  major  U.S.- 
liner  operators  are  probably  the  best  at  intermodal  service  in  the 
entire  world. 

Mr.  Smith.  Then  why  don't  we  demand  demurrage  just  like  every 
other  country  in  the  world? 

Mr.  Quartel.  We  do  in  normal  service.  You  don't  want  to  con- 
fuse ag  cargo  preference.  Jonathan  may  want  to  answer. 

Mr.  Mills.  Mr.  Smith,  you  have  asked  exactly  the  right  follow- 
up  question.  In  terms  of  differing  treatment  when  they  see  a  U.S.- 
flag  vessel  coming,  I  mean  everybody  kind  of  licks  their  chops. 

Mr.  Smith.  We  are  suckers  around  the  world? 

Mr.  Mills.  Absolutely. 

Mr.  Smith.  And  you  pay  on  demand.  In  other  words,  you  don't 
want  to  turn  and  sail  home,  so  you  pay  whatever  you  have  to  pay. 

Mr.  Mills.  That  is  exactly  right. 

Mr.  Smith.  Where  is  the  hang  up?  Is  it  the  USDA  that  we  are 
not — we  don't  offer  the  same  contracts  as  the  rest  of  the  world?  I 
understand,  for  instance,  even  in  domestic  ports  that  foreign  flags 
are  many  times  advantaged  over  our  domestic  flags. 

Mr.  Mills.  It  is  happening  on  this  most  recent  Kyrgyzstan  char- 
ter, it  is  berth  term  loads,  which  means  the  risk  is  totally  assumed 
by  the  vessel  operator,  so  with  dispatch  and  demurrage  paid,  the 
foreign-flag  vessels  come  in  and  they  load  first. 

Mr,  Smith,  I  heard  you  say — I  am  trying  to  find  out  why.  Does 
the  USDA  have  the  authority  to  demand  demurrage  in  contracts 
around  the  world? 
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Mr.  Mills.  We  are  paying.  We  have  all  the  leverage  I  think  we 
need.  The  Appropriations  Committee  asked  about  the  same  thing. 
These  are  matters  that  we  have  addressed  to  USDA  repeatedly 
over  the  years  and  we  don't  get  satisfactory  results. 

Mr.  Smith.  I  know  that  your  company  has  foreign  flags  as  well 
as  domestic.  Do  you  operate  foreign  flags  as  well,  Mr.  Blank? 

Mr.  Blank.  Our  company  does,  yes. 

Mr.  Smith.  I  am  interested  in  the  mix.  I  am  not  going  to  ask  you 
any  detail,  but  have  you  noticed  in  the  past  20  years  a  movement 
to  foreign  flags  versus  keeping  domestic  flags  in  your  ownership? 

Mr.  Blank.  For  many  reasons,  our  company  has  remained  at 
more  or  less  the  same  ratio.  But  for  many  reasons,  it  is  getting 
more  difficult  to  justify  investment  in  American-flag  tonnage. 

Mr.  Smith.  Quickly,  let  me  ask  you,  if  it  were  not  for  cargo  pref- 
erence, would  you  have  any  domestic  flags? 

Mr.  Blank.  If  it  were  not  for  cargo  preference,  we  would  have  no 
domestic  flags  in  the  international  trades. 

Mr.  Smith.  In  your  company,  you  would  move  to  total  inter- 
national flags? 

Mr.  Blank.  That  is  correct. 

Mr.  Smith.  Is  that  true  with  you,  Mr.  Mills? 

Mr.  Mills.  Yes,  sir.  Without  cargo  preference,  I  think  we  are  out 
of  business. 

Mr.  Smith.  The  question  is  we  either  try  to  make  you  more  com- 
petitive or  we  continue  to  what  all  agree  is  a  noncompetitive  prob- 
lem with  agricultural  products  around  the  world,  and  I  guess  that 
is  the  essence  of  the  point.  And  as  I  have  talked  with  the  North- 
west maritime  people,  it  is  such  a  disunity  of  problems  that  it  is 
hard  for  me  to  identify  who  is  really  responsible. 

Mr.  Quartel,  you  might  have  a  thought. 

Mr.  Quartel.  I  would  like  to  comment  quickly  on  that,  about 
who  would  move  in  and  out  of  the  flag  and  put  it  in  perspective. 
And  this  is  not  a  criticism  of  companies  who  participate  per  se  in 
cargo  preference.  It  is  a  program  there  for  the  plucking.  OMI,  in 
1991,  had  42  million  dollars'  worth  of  cargo  from  the  Military  Sea- 
lift  Command,  $35  million  the  year  before,  and  $27  million  the  year 
before  that. 

In  1991,  they  had  $29  million  in  Public  Law  480  programs  and 
$70  million  in  that  year  from  (Government  programs.  The  total  do- 
mestic revenue  is  $207  million.  It  was  30  percent  of  their  domestic 
revenue. 

I  don't  like  to  get  into  the  contest  between  who  gets  the  most 
subsidy  or  whatever.  Do  any  farms  you  know  get  $70  million? 

Mr.  Smith.  They  are  limited  to  $50,000. 

Mr.  Quartel.  That  is  what  I  thought. 

Mr.  Smith.  I  hear  you.  I  am  still  kind  of  probing  the  issue  a  little 
bit  to  see  if  this  subcommittee  or  the  Agriculture  Conimittee  can 
contribute  somehow  to  helping  you  become  more  competitive. 

Mr.  Mills.  The  answer,  Mr.  Chairman,  is  that  there  are  any 
number  of  ways  and  each  of  which  would  save  everybody  money. 
One  is  the  administration  of  cargo  preference.  Two  is  long  term 
and  consecutive  voyage  charters,  which  will  give  something  bank- 
able so  that  we  could  recapitalize  and  acquire  new,  more  efficient 
ships. 
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If  we  could  eliminate  the  differential  treatments,  go  to  commer- 
cial terms  in  the  charters,  and  have  long  term  and  consecutive  voy- 
age charters,  we  would  drag  the  differential  down  to  within  a  few 
dollars. 

Mr.  Smith.  If  that  were  to  happen,  would  you  oppose  moving  the 
support  system  to  Defense  or  Commerce,  out  of  Agriculture? 

Mr.  Mills.  I  think  as  part  of  comprehensive  maritime  reform,  I 
think  it  might  well  make  sense  to  do  that.  The  question  is  whether 
or  not  we  could  streamline  this  and  put  everything  into  one  pot 
and  get  the  reforms  along  in  with  the  funding. 

I  think  once  you  uncouple  reform  and  funding,  it  is  catastrophic 
and  we  would  oppose  it. 

Mr.  Blank.  If  I  could,  I  don't  altogether  agree  with  Mr.  Mills.  I 
think  basically  that  the  agriculture,  the  cargo  preference  program 
stands  for  the  fact  that  when  the  U.S.  Government  gives  away 
goods,  it  should  tie  both  the  purchase  of  those  goods  and  the  trans- 
portation of  those  goods  to  American  suppliers. 

I  can't  tell  you,  but  I  have  been  told  on  good  source,  and  I  believe 
it  to  be  the  case,  that  the  Russians  would  have  preferred  cash  to 
700,  600,  or  500  million  dollars'  worth  of  American  feed  com  and 
wheat.  We  didn't  give  that  to  them.  We  are  not  going  to. 

We  are  going  to  give  them  American  goods  and  I  believe  we 
should  give  them  American  goods  transported  on  American  means 
of  transportation. 

Mr.  Smith.  Even  though  it  costs  $100  million  to  do  it? 

Mr.  Blank.  Yes,  sir. 

Mr.  Smith.  I  understand  that.  And  my  question  was  to  the  point 
of  whether  you  would  support  in  a  maritime  universal  kind  of  re- 
form moving  out  of  Agriculture  to  Defense  or  Commerce  or  another 
canopy.  Would  you  or  not? 

Mr.  Blank.  No.  I  believe  that  the  purchaser  of  the  goods  should 
pay  for  the  transportation. 

Mr.  Smith.  I  was  going  to  ask  you,  Mr.  Mills,  $30,  roughly,  to 
Israel,  what  would  a  foreign-flag  charge  per  time? 

Mr.  Mills.  The  Israeli  charters,  they  vary  widely  from  about  $18 
to  $26. 

Mr.  Smith.  $18  to  $26.  So  these  are  the  kinds  of  demurrage  prob- 
lems that  you  have  around  the  world  and  unloading  problems  and 
distribution  problems  after  you  have  reached  dockside? 

Mr.  Mills.  Yes,  sir. 

Mr.  Smith.  Foreign  flags  do  not  have  them. 

Roughly,  what  percentage  of  your  rate  is  that? 

Mr.  Mills.  I  think  with  respect  specifically  to  Russia,  which  I  am 
prepared  to  speeik  about  today,  I  would  say  that  typically  Liberty 
rates  are  in  the  $40  to  $50  range  to  the  Russian  Republics,  and 
easily  $15  to  $20  is  directly  related  to  delays. 

Mr.  Smith.  So,  one-third,  roughly  one-third. 

Mr.  Mills.  Yes,  sir. 

Mr.  Smith.  That  is  all  I  have. 

Thank  you,  Mr.  Chairman. 

Mr.  Penny.  I  thank  you,  Mr.  Smith,  for  your  patience. 

I  thank  the  witnesses  for  their  participation. 


Ill 

I  do  want  to  stipulate  before  we  adjourn  the  meeting  that  typi- 
cally I  like  to  get  these  subcommittees  out  of  the  way  between  9:30 
a.m.  and  12  noon  timeframe. 

Today,  because  we  had  a  larger  number  of  panels  that  we  want- 
ed to  accommodate,  we  decided  that  rather  than  going  to  2  days, 
we  would  just,  if  you  have  it  out  and  get  it  done  in  1  day.  So  I 
thank  everyone  for  making  that  possible.  I  think  it  was  a  produc- 
tive session. 

With  that,  the  subcommittee  stands  adjourned. 

[Whereupon,  at  3:15  p.m.,  the  subcommittee  was  adjourned,  to 
reconvene,  subject  to  the  call  of  the  Chair.] 

[Material  submitted  for  inclusion  in  the  record  follows:] 
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Thank  you,  Mr.  Chairman.   I  want  to  thank  you  and  Mr.  Allard,  the 
Ranking  Republican,  for  giving  me  this  opportunity  to  appear  before 
your  Committee  to  address  the  usefulness  and  efficiency  of  the  U.S. 
cargo  preference  program. 

Quite  frankly,  Mr.  Chairman,  if  it  weren't  for  the  cargo 
preference  program,  there  would  be  no  dry  bulk  carriers  flying  "Old 
Glory." 

Thanks  to  the  wisdom  of  the  United  States  Congress  when  in  1954  it 
enacted  the  cargo  preference  provisions  in  the  Merchant  Marine  Act  of 
the  1936,  we  have  a  merchant  marine  today. 

Cargo  preference  is  necessary  to  ensure  that  we  have  a  U.S.  flag 
commercial  fleet  to  carry  cargo  in  times  of  war.   During  Desert  Storm, 
we  carried  almost  80  percent  of  all  cargo  to  the  Persian  Gulf. 

Yet,  cargo  preference  requirements  apply  only  to  a  very  small 
percentage  of  U.S.  agricultural  exports  —  a  mere  four  percent:  only 
four  percent  of  all  agricultural  exports  are  carried  on  U.S.  flag  ships 
under  cargo  preference,  and  that  only  applies  to  donated  P.L.  480 
cargo.   To  put  it  another  way,  96  percent  of  all  U.S.  agricultural 
exports  are  exempt  from  cargo  preference. 

If  the  agricultural  interests  in  this  country  had  it  their  way, 
there  wouldn't  be  a  U.S.  merchant  marine,  questioning  their  patriotism 
and  referring  to  them  as  the  "welfare  queens  of  the  high  seas." 
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Well,  if  the  U.S.  merchant  marine  is  the  welfare  queens  of  the 
high  seas,  one  can  only  wonder  what  multi-national  agri-businesses  — 
like  Cargill,  ADM,  Dreyfus,  Feruzzi,  Toepfer,  Richco,  Mitsui, 
Mitsubishi,  and  many  others  —  should  be  called  for  stuffing  their 
pockets  with  billions  upon  billions  of  U.S.  taxpayers  dollars. 

This  year  alone  more  than  $17  billion  will  be  paid  out  in 
agricultural  subsidies.   So,  lets  stop  pointing  fingers  and  the  name 
calling. 

I  am  not  here  to  apologize  for  the  merchant  marine,  or  defend 
cargo  preference.   I  am  here,  Mr.  Chairman,  to  challenge  this  Committee 
to  live  up  to  the  spirit  of  the  compromise  reached  in  the  Food  Security 
Act  of  1985,  and  reaffirmed  in  the  1990  farm  bill.   With  your 
leadership,  we  can  put  to  rest  these  petty  charges,  so  freely  and 
recklessly  thrown  out  like  someone  in  the  barn  yard  spreading  corn  to 
the  chickens. 

In  1985,  the  American  merchant  marine  gave  up  significant 
potential  cargo  in  return  for  stability  in  the  cargo  preference  arena 
with  an  increase  in  the  tonnage  levels  in  the  P.L.  480  and  Food  for 
Progress  programs. 

When  that  deal  was  struck  —  in  good  faith,  I  must  mention,  Mr. 
Chairman,  we  believe  —  at  least  maritime  interests  believed  —  that 
these  annual,  unwarranted  attacks  by  agri-business  and,  yes,  by  their 
defenders  here  in  the  Congress,  would  stop.   We  all  now  know  that 
hasn't  been  the  case. 
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The  question  that  I  must  ask  is  why?   Why  are  these  attacks  waged 
against  cargo  preference?   I  have  heard  the  argument:  more  food  to  feed 
the  hungry,  etc. ,  etc. 

If  anyone  in  this  Body  was  so  concerned  about  the  millions  of 
hungry  people  in  this  world,  why  not  simply  hand  out  the  money  and 
allow  them  to  buy  grain,  corn  and  wheat  on  the  open  market  where  it  is 
cheaper.   You  have  heard  all  of  this  before.   I'm  not  saying  anything 
new  here  today.   And,  neither  is  anyone  else. 

The  bottom  line  is  greed,  pure  and  simple.   SEVENTEEN  BILLION 
DOLLARS  IS  NOT  ENOUGH  FOR  THESE  SACRED  COWS  WHO  FEED  AT  THE  PUBLIC 
TROUGH.   And,  Mr.  Chairman,  I  want  to  set  the  record  straight,  I  am  not 
talking  about  the  mom  and  pop  farmer  —  the  family  farmers  —  of  this 
country.   I  am  talking  about  the  companies  I  just  mentioned,  Feruzzi, 
Louis  Dreyfus,  and  numerous  others,  which,  like  those  I  named,  are 
foreign  owned  and  foreign  based. 

If  these  firms  want  to  wage  war  on  the  U.S.  merchant  marine,  than 
so  be  it.   I  want  to  forewarn  everyone,  nothing  will  be  spared. 
Everything  will  be  on  the  table  for  close  scrutiny  in  this  cut-the- 
waste,  reform  minded  Congress.   If  you  want  to  save  tax  dollars,  let's 
save  real  dollars! 


115 


PAGE  FOUR 

Let's  look  into  the  potential  conflict  of  interests  of  these 
entities.   Let's  ask  about  potential  anti-trust  implications  of  grain 
trading  companies  collecting  export  bonuses  from  U.S.  Department  of 
Agriculture  for  shipping  commodities  —  many  of  them  subsidized  by  U.S. 
taxpayers  —  then,  transporting  them  in  ships  which  the  trader  controls 
either  by  lease  or  outright  ownership? 

THE  ONLY  STEP  MISSED  —  AS  I  UNDERSTAND  THE  THEORY  OF  MONOPOLY  — 
IS  THAT  NOT  ONE  OF  THESE  TRADERS  HAS  EVER  TURNED  A  FURROW  ON  A  TRACTOR, 
OR  SPREAD  ONE  SEED,  OR  HARVESTED  ANY  CROP  — EXCEPT  GREENBACKS  CREATED 
BY  OTHER  MEN'S  PHYSICAL  LABOR. 

I  will  guarantee  you  that  the  amount  of  money  dedicated  to  cargo 
preference  will  look  like  small  potatoes,  and  when  the  already  over- 
taxed, money-strapped  American  worker  —  who  must  work  two  or  three 
jobs  —  learns  how  some  of  the  world's  richest  people  are  getting 
wealthier  every  day  on  American  agricultural  subsidies  —  their  tax 
dollars  —  this  Committee  so  freely  disburses  and  fervently  protects, 
there  will  be  a  backlash,  heretofore,  unseen  in  this  City. 

Mr.  Chairman,  as  I  stated  earlier,  I  am  not  here  to  wage  war,  but 
I  will  not  walk  away  from  one  either;  nor  am  I  here  to  play  games. 
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As  everyone  knows,  I  have  been  indirectly  associated  —  not 
financially  —  with  this  country's  maritime  and  trading  industries  for 
some  forty  plus  years  —  as  a  maritime  reporter,  maritime  editor, 
television  producer,  syndicated  columnist.  Chairman  of  the  Federal 
Maritime  Commission  which  agency  incidentally  has  nothing  to  do  with 
cargo  preference,  a  shipper  of  cargo  in  the  private  sector,  and  since 
coming  to  Congress,  a  member  of  the  Merchant  Marine  and  Fisheries 
Committee. 

My  sources  of  information  about  what  is  happening  in  shipping  and 
trading  extend  all  over  the  country  and  all  over  the  world.   I  can  say 
unequivocally  here  this  morning,  gentlemen,  that  United  States 
Department  of  Agriculture  wants  to  put  the  American  Merchant  Marine  out 
of  business  and  I  can  also  say  that  the  most  corrupt  international 
activity  in  the  shipping  world  since  the  flood  of  vessels  were  backed- 
up  in  Nigeria  in  the  late-1970's  and  early-1980's  is  underway  right  now 
in  connection  with  the  transport  of  grain  to  Russia  —  and  the  Russians 
with  their  hands  out  know  that  Americans  cannot  fulfill  their  demands 
of  bribes  with  out  facing  possible  criminal  charges  under  the  U.S. 
Foreign  Corrupt  Practices  Act. 

Mr.  Chairman,  I  am  here  to  urge  you  and  this  Committee  to  say 
enough  is  enough.   Call  it  burying  the  hatchet  or  whatever  you  like. 

Let's  and  this  senseless  bickering  between  agriculture  and 
maritime. 

Thank  you,  Mr.  Chairman. 
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Chairman  Penny,  Congressman  Allard,  thanJc  you  for  calling  this 
hearing  of  your  subcommittee.   I  greatly  appreciate  this  opportunity  to 
discuss  problems  created  by  current  cargo  preference  requirements  and 
how  we  might  go  about  addressing  these  problems. 

I  come  before  you  today  from  one  of  the  most  rural  congressional 
districts  and,  at  the  same  time,  it  is  it  as  landlocked  as  any.   An 
inner  tube  or  canoe  is  about  as  navigable  as  any  of  our  western 
Nebraska  waterways  get.   So  it's  no  surprise  that  I'm  here  to  speak  up 
for  agriculture  interests,  rather  than  the  shipping  industry. 

Nevertheless,  my  hone  state  is  the  number  one  agricultural 
exporting  state  in  the  country,  and  our  exports  are  mainly  agriculture 
commodities  that  are  shipped  by  sea.   Obviously,  it's  to  agriculture's 
benefit  to  have  a  strong  and  competitive  US  maritime  fleet  to  carry 
this  cargo. 

But  are  current-law  cargo  preference  requirements  the  best  way  to 
ensure  a  strong  US  maritime  industry,  while  we  still  maintain  US 
competitiveness  in  the  global  agricultural  markets?   This  committee  has 
an  important  role  to  play  in  addressing  this  question.   And  it  will  be 
import.ant  that  the  committee  keep  a  handle  on  the  cargo  preference 
issue  as  efforts  are  underway  in  this  Congress  to  craft  new  US  flag 
fleet  subsidy  legislation. 

As  you  know,  under  the  law  governing  US  foreign  aid  programs,  19 
federal  agencies  operate  programs  siibject  to  cargo  preference.   Present 
law  mandates  100  percent  of  Department  of  Defense  cargo,  7  5  percent  of 
•food  aid  cargo,  and  at  50  percent  of  other  government  cargo  must  be 
transported  on  US  ships. 

Regrettably,  because  of  the  inflated  prices  of  US  shippers,  cargo 
preference  increases  freight  costs,  which  causes  an  onerous  burden  on 
our  foreign  aid  programs,  especially  agricultural  programs. 

No  example  is  better  than  the  recent  $700  million  agricultural  aid 
package  to  Russia.   We  need  only  look  at  the  bids  submitted  to  the  USDA 
by  US-flag  shipping  companies  to  carry  the  grain  donated  under  the 
package.   Those  bids  came  in  at  three  to  five  times  the  rates  being 
charged  by  foreign  flag  vessels. 

A  Congressional  Budget  Office  (CBO)  report  said  that,  of  the  $700 
million  in  food  aid  promised  Russia,  41.5  percent  ($290  million)  would 
be  consumed  in  ocean  freight  if  hauled  in  US  flag  vessels  as  required. 
CBO  also  said  it  would  cost  only  $165  million  if  the  cargo  were  shipped 
in  foreign  flag  vessels. 

Cargo  preference  was  such  a  problem  with  the  Russian  package  that 
even  the  Russians  balked,  and  we  almost  lost  the  entire  package  and  the 


118 


Page  2 

opportunity  to  use  our  stocks  to  help  alleviate  the  severe  food 
shortages  in  Russia.   The  agreement  was  reduced  by  §100  million  because 
the  Russians  refused  to  line  the  pockets  of  US  shippers  iust  for  the 
chance  to  buy  US  grain.  ■•  ® 

Cargo  preference  isn't  working.   There  must  be  a  better  way  to 
deliver  US  aid  and  still  maintain  a  strong  US  merchant  marine. 

cargo  preference  requirements  were  established  in  1954,  supposedly 
to  ensure  that  an  adequate  and  viable  merchant  marine  fleet  be 
maintained  in  the  interest  of  national  security.   However   38  years  aoo 
before  cargo  preference,  this  nation  had  a  much  larger  fleet  of 
merchant  ships  than  it  does  after  all  these  years  of  the  subsidy. 

In   1954  the  US  merchant  fleet  was  made  up  of  3,255  vessels  of 
which  590  were  actively  involved  in  foreign  trade.   Today,  the  active 
fleet  has  dropped  to  385  of  which  181  are  tankers  and  22  are  drv  bulk 
earners.  ■'  "**-^'*' 

Most  all  agriculture  commodities  must  be  shipped  on  dry-bulk 
carriers.   According  to  the  Foreign  Agriculture  Service,  in  1992   80 
percent  of  US  agricultural  exports  were  sold  without  government  ' 
assistance.   This  means  20  percent  of  the  nation's  agricultural  exports 
went  overseas  under  a  federal  assistance  program— and  therefore  subiect 
to  cargo  preference. 
Page  3 

With  only  22  dry  bulk  carriers  operating  under  the  American  Flag, 
this  small  contingent  of  ships  has  about  20  percent  of  the  market,  and 
under  cargo  preference  laws,  is  being  subsidized  as  well.   This  fact 
has  prompted  one  US  Senator  to  term  these  shippers  as  the  "welfare 
queens  of  the  high  sea." 

What  kind  of  money  are  we  talking  about?   In  1993,  $104  million 
from  USDA  and  $52  million  from  the  Maritime  Administration  made  up  31 
percent  of  the  current,  annual  $505  million  cost  of  supporting  the 
cargo  preference  program  to  export  agricultural  products.   Therefore, 
agriculture's  almost  one-third  of  the  total  tonnage  of  preference  cargo 
moved  on  US-flag  ships  is  second  only  to  the  Department  of  Defense, 
which  makes  up  about  50  percent. 

Mr.  Chairman,  this  committee,  with  your  leadership,  has  made  every 
attempt  to  implement  policies  to  preserve  existing  agriculture  markets 
and  capture  new  markets.   These  policies  are  the  reason  this  country 
prides  itself  on  our  agriculture  trade  balance  as  one  of  the  few  bright 
spots  of  the  national  economy.   According  to  the  Economic  Research 
Service  (ERS) ,  US  agricultural  trade  surplus  for  the  current  year  is 
expected  to  reach  $18  billion. 

*°*'^^'^*  cannot  afford  to  jeopardize  the  one  positive  trade  balance 
it  has.   We  must  strip  cargo  preference  from  our  export  opportunities 
in  order  to  enjoy  continued  success. 
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Agriculture  interests  aside  for  a  moment,  the  maritime  industry 
argues  that  a  sound,  viable,  domestically  owned  and  operated  US 
shipping  industry  is  necessary  for  our  national  security.   But  recent 
events,  specifically  Operations  Desert  Shield  and  Desert  Storm,  proved 
that  wrong. 

In  just  a  few  months,  we  moved  vast  quantities  of  military 
personnel  and  equipment  to  Saudi  Arabia.   By  the  end  of  Operation 
Desert  Storm,  America's  heavily  subsidized  and  pampered  merchant  marine 
had  provided  only  6  aging  ships  to  the  armada  of  460  that  carried 
military  personnel  and  hardware  to  the  war  zone. 

Mr.  Chairman,  I'd  prefer  to  see  cargo  preference  requirements 
eliminated  altogether.   I'm  a  realist,  though,  and  I  know  that  will 
never  happen  with  the  makeup  of  the  current  Congress  and  under  the 
present  Administration. 

I  would  hope,  however,  that  under  our  severe  budget  constraints 
and  the  need  to  reduce  the  budget  deficit,  that  we  would  all  find 
unacceptable  how  over  $500  million  for  transporting  agriculture  and 
humanitarian  aid  are  being  abused  and  wasted  as  a  result  of  cargo 
preference  requirements. 

I  believe  most  of  that  waste  could  be  trimmed  with  a  new 
definition  and  criteria  for  "fair  and  reasonable"  rates.   Certainly,  as 
the  current  situations  have  illustrated,  the  standards  in  current 
law  and  regulations  are  not  sufficient.   Either  that  or  let's  allow  the 
farmer  to  set  a  "fair  and  reasonable"  price  for  their  grain. 

Also,  subsidies  for  the  maritime  industry  should  NOT  be  hidden  in 
appropriations  for  agriculture.   If  we're  going  to  subsidize 
outrageously  high  freight  rates,  then  let's  do  it  up  front  and  set 
caps.   Appropriate  "operating  freight  differential"  money  to  the 
Maritime  Administration  and  leave  agriculture  program  money  to  be  spent 
for  agriculture. 

Finally,  some  have  mentioned  creating  the  "lump  sum"  subsidy 
approach  as  suggested  for  liner  vessels — $2.5  million  per  ship  for  the 
present  22  dry  bulk  carriers  in  the  fleet.   Farmers  have  a  $50,000 
payment  limitation,  let's  give  the  shippers  some  limitations. 

Mr.  Chairman,  there  are  surely  other  approaches  and  possible 
solution  that  you  will  have  suggested  to  you.   I  don't  have  the  perfect 
answer  to  the  problem,  but  I  do  know  that  there  is  a  problem  that  needs 
to  be  addressed.   We  may  not  all  agree  on  specific  solutions,  but  I 
believe  we  all  agree  that  under  the  cvirrent  situation — cargo  preference 
has  not  helped  the  maritime  administration  and  has  handicapped 
agricultural  exports.   This  hearing  is,  hopefully,  an  indication  that 
you  agree  and  will  move  forward  on  the  issue. 

Thank  you,  again,  for  this  opportunity  to  appear  before  you  this 
morning. 
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Senator  Charles  Grassley 
Before 
The  House  Agriculture 
Subcommittee  on  Foreign 
Agriculture  and  Hunger 

June  17,  1993 

Chairman    Penny,    members    of    the 

subcommittee,     I    applaud    your 

investigation  of  cargo  preference  - 

the  hidden,  backdoor  subsidy 

that  latches  like  a  parasite 

onto  the  lifeblood  of  other  federal 

programs . 

Regrettably,  I  will  be  able  to  stay  for 
only  a  few  minutes.  I  need  to  be  back 
to  the  Senate  Finance  Committee  by  10. 
So  my  comments  will  be  short.  I  will, 
however,  submit  for  the  record  a  number 
of  materials  and  reports. 

Cargo  preference  hinders  all  agencies, 
so  it  is  not  simply  an  "agriculture  vs. 
maritime"  issue. 

The  defense  department  is  hit  hardest  by 
this  legalized  piracy,  gouging  taxpayers 
with  monopoly  rates. 


121 


During  the  Persian  Gulf  effort,  U.S. 
News  called  it  "unpatriotic  profits" 
when  U.S. -flags  demanded  $70,000  to  ship 
war  material  that  could  have  been 
shipped  for  $6,000. 

It  undermines  our  efforts  to  expand  our 
farm  markets.  It  jeopardizes  our 
foreign  policy  as  recently  demonstrated 
by  our  Russian  assistance  package. 

But  most  shameful,  is  the  fact,  that 
cargo  preference  literally  snatches  food 
from  the  jaws  of  the  starving  overseas. 

The  Journal  of  Commerce  reported  that 
last  year  we  spent  $488  million  in 
transportation  and  handling  to  ship  $447 
million  worth  of  food  to  Africa. 

In  1985,  the  Philadelphia  Inquirer 
reported  that  as  world  shipping  costs 
declined,  U.S. -flags  "increased  their 
fees  to  carry  emergency  famine- relief 
cargoes  by  $6  million  -  enough  money  to 
feed  170,000  starving  people  in  Africa 
for  a  year. " 

Maritime  subsidies  have  been  justified 
in  the  name  of  national  defense,  and 
maintaining  our  foreign  commerce. 
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The  dramatic  decline  of  the  U.S. -flag 
merchant  marine  during  the  last  few 
decades,  while  our  foreign  commerce  has 
exploded,  long  ago  exposed  the  myth  of 
the  foreign  commerce  justification. 

In  195  0,  America's  merchant  marine 
consisted  of  1,050  vessels  and  56,629 
billets.  Today,  there  are  only  about 
360  vessels  and  10,000  billets.  Yet 
during  this  same  period,  our  foreign 
trade  skyrocketed  from  117  million 
metric  tons  in  1950  to  641  metric  tons 
in  1985. 

So,  the  U.S.  Merchant  Marine  calls 
itself  the  Fourth  Arm  of  National 
Defense.  This  too,  is  a  myth.... a  very 
costly  myth. 

Certainly,  we  need  sealift  vessels  and 
crews  for  national  defense  purposes. 
But  we  don't  need  cargo  preference  at  a 
cost  of  $250,000  per  billet. 

It  is  like  the  $4  00  hammers  and  $1800 
toilet  seats.  The  Defense  Department 
may  need  toilet  seats... but  they  don't 
need  to  spend  $1800  for  them. 
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Mr.  Chairman,  the  question  for  the 
Defense  Department  is  are  there  less 
costly,  more  effective  ways  of  securing 
sealift.  Some  of  the  savings  from 
eliminating  cargo  preference  could  go  to 
building  truly  "military  useful" 
vessels . 

And  there  is  not  a  maritime  billet  that 
cannot  be  handled  by  regular  Navy 
personnel  at  a  fraction  of  the  cost. 

The  average  cost  of  a  regular  military 
billet,   through  the  rank  of  Captain, 
cost  U.S.  taxpayers  around  $32,000  per 
billet  last  year.   A  reservist  billet 
costs  about  one -sixth  this  amount. 

But  cargo  preference  cost  us  $250,000 
per  billet.  That  estimate  derived  by 
dividing  the  2,024  billets  supported  by 
cargo  preference  into  the  $500  million 
0MB  reports  the  program  costs  each  year. 

The  former  Military  Sealift  Commander, 
Vice  Admiral  Carroll,  warned  one  reason 
for  the  decline  of  the  U.S.  Merchant 
Marine  is  "U.S.  crew  costs  ...are  as 
much  as  three  times  higher  than  those  of 
countries  with  comparable  standards  of 
living,  such  as  Norway." 
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It  did  not  make  sense  to  him  to  pay  over 
$300,000  per  year  for  a  merchant 
captain's  billet,  when  a  Navy  captain 
billet  cost  around  $70,000  per  year. 

You  should  note  also  that  another  2,300 
billets  are  supported  by  Operating 
Differential  Subsidies,  which  amounts  to 
over  $100,000  per  billet.  0-D-S  is 
based  upon  a  formula  to  put  U.S. -flags 
on  a  level  playing  field  with  foreign 
competition. 

If  $100,000  per  billet  puts  U.S. -flags 
on  an  even  playing  field,  why  do  we  have 
to  subsidize  U.S. -flags  to  the  tune  of 
$250,000  per  billet  through  cargo 
preference? 

But  it  gets  worse.  The  remaining  5,000 
ocean-going  billets  are  supported  by  the 
Jones  Act.  The  International  Trade 
Commission  reported  the  Jones  Act  costs 
U.S.  businesses  and  consumers  over  $10 
billion  per  year.  That  equals  $2 
million  per  billet,  while  it  destroys 
thousands  of  jobs  in  agriculture, 
forestry  and  mining. 


So  when  the  day  comes  that  we  need  the 
U.S.  merchant  marine,  what  happens? 
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While  our  reservists  have  no  choice  but 
to  leave  their  jobs  and  families  behind 
to  defend  U.S.  interests,  U.S. -flag 
seafarers  and  companies  can,  and  some 
do,  say  to  Uncle  Sam,  "Thanks,  but  no 
thanks."  After  years  of  subsidies,  they 
can  simply  say  no. 

The  differences  don't  stop  there.  If 
seafarers  happen  to  serve  in  a  war  zone, 
they  are  entitled  to  a  war  bonus  of  100 
percent  base  pay. 

MARAD  reported  to  me  that  one  seafarer 
pocketed  $15,700  in  war  bonuses  over  two 
months.  Had  the  ship  actually  come 
under  attack,  the  seafarer  could  have 
collected  up  to  an  extra  $600  per  day. 

Our  regular  military  and  reservists 
serving  in  the  war  zone,  dodging  real 
bullets,  will  get,  at  most  a  war  bonus 
of  $150  per  month. 

I  am  not  questioning  the  patriotism  of 
our  U.S.  Merchant  Marine,  I  just  don't 
think  we  can  afford  it. 

They  get  annoyed  when  I  accuse  them  of 
being  the  welfare  queens  of  the  high 
seas,  plundering  the  American  taxpayer 
with  legalized  piracy. 
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Maybe  I  am  too  harsh.  Perhaps  we  should 
simply  call  them  the  U.S.  Mercenary 
Marine. 

Mr.  Chairman,  there  are  several  reforms 
that  are  necessary.  First,  if  our 
objective  is  to  provide  U.S. -flags  a 
reasonable  subsidy,  it  should  be  an 
above  board  direct  subsidy.  It  is  worth 
noting  the  Congresswoman  Bentley 
recently  testified  that  she  did  not  care 
how  maritime  gets  its  subsidy,  just  as 
long  as  they  get  it. 

If  instead,  cargo  preference  is 
continued,  eligibility  must  be 
contingent  upon  a  U.S. -flag  submitting  a 
world  competitive  bid.  It  would  be  like 
a  "right  of  first  refusal." 

They  cry  that  they  don't  want  to  live  on 
third  world  wages.  I  agree.  But  if 
they  want  to  be  called  the  Fourth  Arm  of 
National  Defense,  then  they  can  start 
acting  like  it. 

Therefore,  perhaps  we  could  accommodate 
them  with  a  subsidy  equivalent  to  a 
military  billet.  Or  simply  set  up  a 
maritime  reservist  program  support  U.S. 
seafarers,  but  also  assure  they  will 
serve  when  needed. 
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And  finally,  the  farmers  I  represent, 
rightfully  believe  that  they  are  the 
most  productive,  efficient  farmers  in 
the  world.  That  is  why  they  insist  that 
farm  subsidies  be  placed  on  the  GATT 
negotiating  block,  in  order  to  fight 
unfair  foreign  subsidies. 

The  U.S.  merchant  marine  likes  to  cry 
about  unfair  foreign  subsidies,  but  then 
they  turn  around  and  insisted  that  their 
lucrative  subsidies  kept  out  of  GATT. 

Mr.  Chairman,  again,  I  commend  you  for 
your  efforts.  Be  assured  you  have 
committed  allies  like  myself  the  Senate. 
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STATEMENT  OF 
THE  HONORABLE  JIM  NUSSLE 

SUBCOMMITTEE  ON  FOREIGN  AGRICULTURE  &  HUNGER 
JUNE  17,  1993 

Mr.  Chairman,  thank  you  for  calling  this  hearing  today  to 
examine  the  effect  of  cargo  preference  laws  on  agriculture 
progrcims.   Most  of  us  are  veterans  of  this  longstanding  debate 
over  cargo  preference.   However,  what  happened  this  spring  after 
the  President  announced  an  aid  package  to  Russia  illustrates  why 
the  debate  still  continues. 

The  reality  of  cargo  preference  hit  home  in  April  when  the 
President  announced  a  $700  million  agricultural  aid  package 
offered  by  the  United  States  to  Russia  under  the  U.S.  Department 
of  Agriculture's  (USDA)  Food  for  Peace  Program.   Reality  meant 
that  American  shippers  bid  as  high  as  $102  to  $138  per  ton  to 
transport  the  aid  while  their  foreign  counterparts  were  charging 
only  between  $25  and  $35  per  ton.   These  excessive  bids  were 
rejected  by  the  USDA,  and  the  bidding  process  was  reopened. 
Ultimately,  the  USDA  finalized  a  rate  of  $75  per  ton.   However, 
U.S.  taxpayers  still  spent  $200  million  dollars  on  transportation 
costs.   Quite  frankly,  this  example  of  the  U.S.  shippers'  abuse 
of  their  monopoly  status  is  outrageous. 

What  does  this  recent  example  represent?   It  means  our  cargo 
preference  policy  does  not  work.   Cargo  preference  has  not  helped 
the  American  farmer,  the  American  taxpayer,  and  it  has  not 
salvaged  the  American  maritime  industry.   Cargo  preference  pits 
American  farmers  against  American  shippers,  with  no  side  being 
the  winner. 

Why  then  does  this  policy  exist?   We  know  what  the  policy 
does  to  American  farmers --the  arguments  have  been  made  numerous 
times  and  are  familiar  to  us  all  of  us.   Simply  put,  higher 
transportation  costs  by  U.S. -flag  ships  means  less  American 
commodities  are  shipped  overseas.   The  fact  that  fewer 
commodities  are  shipped  can  translate  into  static  farm  prices, 
and  subsequently  higher  deficiency  payments  to  be  paid  to 
producers  by  the  federal  government . 

But  just  as  importantly,  we  must  ask  why  our  cargo 
preference  policy  still  exists  when  the  policy  has  failed  to 
provide  for  the  timely  and  efficient  delivery  of  goods,  and  has 
failed  to  rescue  the  maritime  industry. 

First,  with  respect  to  the  delivery  of  goods,  the  American 
shipping  industry  does  not  even  have  enough  bulk  carriers  to  move 
large  amounts  of  food,  such  as  the  Russian  aid  package  the 
President  announced  in  April.   This  means  U.S.  tankers  must  be 
used  instead,  which  is  an  ineffective  way  to  transport  food  and 
results  in  a  lower  quality  of  grain  delivered.   I  am  by  no  means 
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an  expert  in  the  shipping  industry,  but  some  facts  are  rather 

clear. 

For  excunple,  bulk  carriers  are  designed  to  transport 
products  such  as  corn  whereas  tankers  traditionally  export  liquid 
products,  such  as  petroleum.   That  means  when  a  tanker  transports 
bulk  products,  such  as  grain,  different  loading  and  unloading 
equipment  is  required.   It  has  been  estimated  that  an  elevator 
required  to  load  the  commodity  into  a  tanker  can  often  only 
operate  at  50  percent  of  capacity  when  loading  the  tanker. 

Loading  a  tanker  also  raises  another  serious  issue  about  the 
product  delivered.   Using  com  as  an  example,  more  breakage 
results  when  the  com  is  loaded  into  a  tanker  because  the  contact 
between  the  actual  kernel  and  metal  surfaces  increases.   Grain 
breakage  can  also  result  when  the  commodity  is  unloaded  because  a 
certain  type  of  equipment,  which  is  essentially  a  huge  vacuum, 
must  be  used. 

Moreover,  our  cargo  preference  policy  has  failed  to  save  the 
maritime  industry  and  make  American  shippers  more  competitive. 
It  has  been  estimated  that  less  than  5  percent  of  U.S.  trade, 
including  both  exports  and  imports,  are  carried  on  U.S. -flag 
vessels. 

I  might  also  add  that  the  American  shipping  industry  has 
changed  dramatically  since  the  enactment  of  the  Merchant  Marine 
Act  of  1936,  the  law  which  embodies  our  maritime  policy,  and  the 
Cargo  Preference  Act  of  1954.   While  the  U.S. -flag  fleet  industry 
flourished  after  World  War  II,  today  U.S. -flag  carriers  transport 
at  most  5  percent  of  our  foreign  commerce.   This  indicates  that 
U.S. -flag  carriers  are  not  currently  competitive. 

While  I  am  supporter  of  American  products  and  American 
transportation,  I  cannot  support  piggy-backing  excessive  shipping 
subsidies  on  American  food  aid  programs.   It  is  going  to  take 
much  more  than  a  cargo  preference  policy  to  revitalize  our 
maritime  industry. 

In  short,  cargo  preference  is  an  inefficient  government 
program  for  Americans.   Given  the  skyrocketing  federal  budget 
deficit  and  the  need  to  streamline  government  programs,  I  am 
confident  that  this  hearing  will  let  us  reexamine  why  we  have 
such  a  policy,  but  most  importantly  determine  what  policy- -other 
than  cargo  preference- -can  be  more  beneficial  to  American 
shippers,  American  farmers  and  American  taixpayers . 
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Christopher  Goldthwait 

Acting  General  Sales  Manager 

Foreign  Agricultural  Service 

U.S.  Department  of  Agriculture 

Before  the  House  Agriculture  Committee 

Foreign  Agriculture  and  Hunger  Subcommittee 

June  17,  1993 


Mr.  Chairman,  members  of  the  Subcommittee,  I  am  pleased  to  have  this 
opportunity  to  appear  before  you  today  as  Acting  General  Sales  Manager  of  the 
U.S.  Department  of  Agriculture  (USDA)  to  discuss  cargo  preference  and  how  it 
applies  to  programs  administered  by  the  U.S.  Department  of  Agriculture. 

In  my  remarks  today  I  would  like  to  discuss  three  things.  First,  I  want  to 
comment  on  our  efforts  to  meet  the  requirements  of  current  law,  especially  in 
the  context  of  the  $700  million  assistance  program  to  Russia,  and  our 
cooperation  with  the  U.S.  Department  of  Transportation's  Maritime  Administration 
(MARAD),  U.S.  vessel  owners,  and  the  Russian  side.  Second,  I  would  be  remiss  if 
I  did  not  point  out  certain  costs  associated  with  cargo  preference.  And  last,  I 
would  like  to  touch  briefly  on  the  Administration's  ongoing  review  of  maritime 
policy. 

Implementing  Current  Cargo  Preference  Requirements 

Let  me  begin  by  reiterating,  as  I  have  in  two  previous  hearings,  that  USDA 
intends  of  course  to  comply  fully  with  the  requirements  of  current  law.  Indeed, 
because  we  had  enormously  increased  FY  1993  food  aid  programming  before  the 
assistance  program  was  announced,  USDA's  programs  will  provide  roughly  5  to  6 
million  tons  more  preference  cargo  this  fiscal  year  than  was  provided  in  FY 
1992. 
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Parenthetically,  I  might  add  that  this  is  being  done  with  no  increases  in 
staff  given  the  current  budget  situation  we  all  face.  Instead,  many  long  hours 
have  been  spent  by  dedicated  employees. 

Let  me  come  now  to  the  joint  effort  that  several  agencies  —  USDA,  MARAD  and 
the  Agency  for  International  Development  (A.I.D.)  —  are  undertaking  to  maximize 
cooperation  and  problem-solving  in  our  workings  together.  Let  me  give  full 
credit  to  Ms.  Yim,  MARAD's  Acting  Administrator,  and  her  colleagues  for 
suggesting  that  we  intensify  our  routine  contact  on  these  issues  by  forming  a 
more  formal  Working  Group  to  consider  the  special  questions  posed  by  the  Russian 
program,  as  well  as  related  broader  questions.  We  have  met  a  number  of  times, 
and  have  identified  several  points  of  agreement: 

—to  consider  changes  in  charter  party  language; 
—to  minimize  lightering; 

—to  provide  for  geographic  rotation  of  discharge  ports; 
—to  encourage  consecutive  voyages;  and 

— we  also  are  considering  providing  partial  payment  to  shippers  earlier  than 
is  currently  provided. 

Recognizing  that  the  unfamiliarity  of  the  Russian  situation  and  rumors  of 
long  delays  in  discharge  were  of  grave  concern  to  U.S.  vessel  owners  ~  and 
could  lead  them  to  increase  freight  bids  to  account  for  perceived  risks  --  we 
confronted  this  question  directly  in  our  negotiation  of  formal  agreements  with 
the  Russian  Government  to  cover  the  assistance  package.  We  invited  a 
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representative  of  MARAD  to  join  those  parts  of  our  talks  that  turned  largely  on 
freight  questions. 

As  a  result  of  our  negotiations,  we  received  a  series  of  assurances  that  I 
believe  should  considerably  offset  the  concerns  of  U.S.  vessel  operators: 

— a  nondiscrimination  guarantee  for  U.S.  vessels; 

— a  guarantee  by  the  Deputy  Prime  Minister  to  facilitate 

rapid  discharge  in  Russian  ports; 
— confirmation  that  there  will  not  be  other  large  grain 

arrivals  during  the  expected  delivery  period; 
— provision  of  a  full  shipping  schedule  in  advance  of  the 

initial  freight  tender;  and 
— designation  of  a  point  of  contact  for  us  and  for  vessel  owners  in  the 

event  of  delays. 

Lastly,  I  would  note  that  we  have  begun  implementation  of  our  commitments  by 
investigating  two  cases  where  potential  delays  in  discharge  of  two  ships 
carrying  earlier  food  aid  shipments  were  threatened.  My  staff  and  I  met  last 
week  with  both  ship  owners,  and  we  are  presently  making  progress  to  get  the 
cargoes  discharged  with  only  a  few  days  of  delay.  Let  me  stress  that  neither 
port  congestion  nor  any  actions  by  port  authorities  seem  to  be  the  cause  of 
either  of  these  delays  or  the  single  other  instance  of  delay  that  has  come  to 
USDA's  attention.  It  is  true,  however,  that  the  heavy  schedule  in  the  ports 
does  constrain  options  for  solutions  once  problems  occur. 
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Costs  Associated  with  Cargo  Preference 

I  will  deal  only  briefly  with  costs  associated  with  cargo  preference  because 
the  Committee  will  hear  views  on  this  point  from  several  other  witnesses,  and 
the  Committee  is  undoubtedly  familiar  with  the  statements  of  Secretary  Espy  in 
this  regard. 

First,  there  are  the  costs  of  cargo  preference.  During  fiscal  1992,  the 
ocean  freight  differential  cost  for  USDA  and  MARAD  reimbursement  to  USDA,  as 
estimated  in  the  President's  Budget,  was  $168  million.  For  fiscal  1993,  freight 
differential  costs  are  estimated  to  be  higher,  about  $186  million,  in  part 
because  the  differential  between  U.S.  freight  rates  and  foreign  flag  freight 
rates  has  increased  and  in  part  because  more  assistance  cargoes  are  being  moved. 
This  $186  million  does  not  include  about  $100  million  in  estimated  freight 
differential  costs  for  the  $700  million  Russian  program. 

In  addition  to  the  increase  in  costs  attributable  to  cargo  preference,  cargo 
preference  affects  U.S.  agriculture  in  other  ways  as  well.  Cargo  preference 
often  prevents  food  aid  shipments  from  following  normal  commercial  practices. 
Many  U.S.  flag  vessels,  such  as  tankers,  are  not  designed  to  load  bulk  grain  and 
are  slower  to  load  and  discharge  than  conventional  bulk  carriers.  There  Is 
often  pressure  for  U.S,  flag  tankers  to  carry  corn.  But  the  structure  of  some 
tankers  causes  more  breakage  to  occur  during  loading  and  discharge  than  occurs 
when  bulk  carriers  are  used.  According  to  some,  this  makes  the  corn  less 
desirable  to  end  users  and  more  susceptible  to  Insects  and  mold.  For  this 
reason,  in  a  normal  commercial  transaction,  most  exporters  refuse  to  ship  corn 
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on  tankers.  To  the  extent  that  we  vary  from  these  normal  commercial  practices, 
or  damage  to  the  comnodltles  occurs,  our  market  development  efforts  suffer  as  a 
result  of  cargo  preference.  Also  of  hinderance  to  these  market  development 
efforts  Is  the  complexity  that  cargo  preference  adds  to  each  transaction. 

There  are  also  the  bureaucratic  costs  of  administering  cargo  preference 
requirements.  There  are  personnel,  paperwork,  and  time  costs  associated  with 
administering  these  requirements,  both  for  the  U.S.  government  and  for  the 
governments  of  the  recipient  nations.  Each  of  these  has  its  monetary  costs  as 
well  as  its  effect  on  promotional  efforts. 

The  last  cost  I  would  cite  is  less  direct.  The  cargo  preference 
requirements  as  currently  legislated  have  had  the  unfortunate  consequence  of 
pitting  our  two  industries  against  each  other.  I  cannot  help  but  wonder  about 
the  overall  benefits  to  the  country  and  its  trade  balance  if  we  could  expend  the 
same  energy  cooperatively.  It  is  in  this  spirit  that  USDA  has  welcomed  the 
suggestions  of  MARAD  with  regard  to  Implementing  current  law. 

Maritime  Policy  Review 

The  Administration's  ongoing  review  of  overall  maritime  policy  is  also 
Important  in  this  regard.  Let  me  underscore  that  the  Administration  has,  as  of 
now,  reached  no  decision  to  suggest  changes  in  any  aspect  of  current  law.  But 
these  are  the  kinds  of  questions  that  deserve  review.  Thank  you.  I  stand  ready 
to  answer  any  questions  the  Committee  may  have. 
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Mr.  Chairman,  members  of  the  Subcommittee,  my  name  Is  Joan  Yim 
and  I  am  the  Acting  Maritime  Administrator  for  the  Department  of 
Transportation.  I  am  pleased  to  be  here  today  to  discuss  cargo 
preference  issues  pertaining  to  government-supported  agricultural 
exports.  I  appreciate  the  opportunity  to  address  these  issues  which  are 
so  vital  to  both  the  agricultural  and  maritime  industries. 

The  Maritime  Administration  (MARAD)  supports  the  nation's  agricultural 
foreign  aid  export  programs  administered  by  the  U.S.  Department  of 
Agriculture  (USDA)  and  the  Agency  for  International  Development 
(AID),  as  well  as  the  nation's  cargo  preference  programs  which  we 
monitor.  We  are  committed  to  making  these  programs  work  to  the 
benefit  of  all. 
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The  Clinton  Administration  intends  to  abide  by  longstanding  maritime 

policy  in  the  movement  of  aid  financed  by  the  American  taxpayer  to  the 

Russian  people.    This  Administration  also  is  committed  to  resolving 

long-term  policy  disputes  among  some  Federal  agencies  over  the  use  of 

U.S. -flag  vessels. 

I  will  now  comment  on  the  cargo  preference  programs  as  they  relate  to 
your  specific  questions. 

BENEFITS 

In  response  to  your  concern  that  USDA  and  the  American  farmer 
subsidize  the  U.S.  merchant  marine  fleet  but  receive  no  tangible 
benefit,  let  me  clarify  that  Congress  appropriates  funds  to  cover  the 
cost  of  meeting  cargo  preference  requirements,  either  as  a  program  line 
item  or  by  increasing  the  funding  for  assistance  programs  to  cover  U.S.- 
flag  transportation.  In  paying  for  both  agricultural  foreign  aid  and  the 
costs  related  to  shipping  it  to  the  recipient  nation,  the  American 
taxpayer  supports  the  export  of  agricultural  commodities,  the  readiness 
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of  our  U.S.*flag  merchant  fleet  for  national  emergencies,  and  our 

nation's  role  in  today's  global  economy.  These  are  very  important 
benefits  accruing  to  the  taxpayer  which  mutually  benefit  both  U.S. 
agricultural  and  maritime  interests. 

A  secondary,  but  critical,  benefit  is  the  modernization  and  improved 
efficiency  of  a  core  segment  of  the  U.S. -flag  fleet.  This  benefit  was 
documented  by  the  Government  Accounting  Office  in  its  1 990  study, 
CARGO  PREFERENCE  REQUIREMENTS -THEIR  IMPACT  ON  U.S.  FOOD 
AID  PROGRAMS  AND  THE  U.S.  MERCHANT  MARINE.  The  study 
concluded  that  the  average  freight  differential  on  bulk  vessels  had 
declined  by  50  percent  since  1981  due  to  vessel  efficiencies. 
Congressional  support  made  possible  the  more  modem  ships  that  have 
reduced  costs. 

A  third  benefit  is  the  availability  of  American  civilian  seafarers  to  crew 
vessels  in  the  Ready  Reserve  Force  (RRF).  MARAD  owns  and  maintains 
the  RRF  ships  in  readiness  to  carry  goods  and  supplies  to  areas  of 
conflict  throughout  the  worid.    As  needed,  U.S.  merchant  mariners 
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must  be  available  to  activate  and  crew  the  RRF  and  other  military 

support  vessels  for  wartime  service  or  during  national  emergencies. 

Peacetime  jobs  aboard  U.S. -flag  commercial  ships,  including  those 

operated   largely   in   preference  trades,   provide   a   pool  of  trained 

American  seafarers  who  can  be  called  upon  for  emergency  service.  As 

President  Clinton  has  said,  "America's  merchant  ships  continue  to 

provide  jobs  and  economic  benefits  for  America.  The  men  and  women 

who  sail  those  ships  and  who  serve  in  supporting  industries  are 

prepared  to  support  the  Nation  in  times  of  crisis." 

FAIR  AND  REASONABLE  GUIDEUNE  RATES 

M ARAD's  procedures  for  determining  fair  and  reasonable  guideline  rates 
for  cargo  preference  shipments  are  contained  in  regulations.  With  your 
permission,  Mr.  Chairman,  I  have  a  copy  to  be  submitted  for  the  record 
of  this  hearing. 

I  should  point  out  that  the  fair  and  reasonable  guideline  rate  is  a  rate 
based  on  the  fair  and  reasonable  cost  of  U.S.-flag  operation,  plus  a 
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reasonable  profit.  It  Is  a  guideline,  a  ceiling  rate  above  which  shipping 

charges  by  a  carrier  would  be  considered  excessive.  However,  there  is 

no  mechanism  which  provides  a  floor  rate  to  minimize  an  operator's 

losses  on  a  voyage.  I  should  note  that  many  shipments  are  carried  at 

less  than  the  fair  and  reasonable  rate  level. 

MARAD  provides  fair  and  reasonable  guideline  rates  for  U.S. -flag 
vessels  when  requested  by  USDA  or  AID  for  their  use  in  the  award 
process. 

Since  there  appears  to  be  some  confusion.  It  may  be  helpful  if  I  outline 
the  procedures  followed  by  the  sponsoring  agency  in  awarding  or 
approving  agricultural  cargoes  subject  to  preference. 


1 .  USDA  and  AID  enter  into  agreements  with  developing  nations  or 
private  voluntary  organizations  pursuant  to  certain  U.S.  food 
assistance  programs  either  to  finance  their  purchase  of  food 
commodities  on  a  concessional  basis  or  to  donate  U.S.  agricultural 
commodities. 

2.  The  contracting  party  (either  recipient  nation,  private  voluntary 
organization  or  sponsoring  agency)  issues  an  invitation  for  bid  -- 
commonly  referred  to  as  a  "tender"  --  for  the  specific  commodity 
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and  for  corresponding  transportation  services  required  to  deliver 
the  cargo. 

3.  The  freight  tender  will  specify,  among  other  things,  the 
commodity,  quantity,  load  port,  lay  days,  destination  and  bid 
closing  date. 

4.  USDA  or  AID  then  reviews  the  offers  submitted  and  works  with 
the  contracting  party  to  select,  consistent  with  cargo  preference 
requirements,  the  commodity  and  transportation,  generally  on  a 
lowest  landed  cost  basis. 

5.  The  selected  vessel  is  then  "fixed"  subject  to  MARAD  guideline 
rate  determination  and  the  sponsoring  agency's  approval. 

6.  MARAD's  Division  of  Industry  Analysis  calculates  the  guideline 
rate  based  on  operating  and  capital  data  submitted  by  the  carrier. 

7.  Information  submitted  to  MARAD  by  the  carriers  must  be  certified 
and  is  subject  to  a  MARAD  audit  program.  MARAD  develops  the 
audit  plan,  selecting  the  operators,  vessels  and  specific  voyages 
to  be  audited.  The  Transportation  Department's  Inspector  General 
then  independently  completes  the  audits. 

8.  Upon  determination  of  the  guideline  rate,  MARAD  contacts  USDA 
or  AID  and  advises  whether  the  rate  offered  meets  the  guideline 
rate. 

9.  Only  if  the  offered  rate  exceeds  the  guideline  rate  is  the  guideline 
rate  communicated  to  the  sponsoring  agency.  The  carrier  is  given 
the  opportunity  to  lower  its  offered  rate  to  the  guideline  rate. 

As  you  can  see,  MARAD  and  the  sponsoring  agencies  function  in 

tandem.  The  sponsoring  agencies  arrange  or  oversee  the  transportation 

contracting  and  MARAD  determines  whether  the  rates  are  fair  and 
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reasonable   and    monitors    compliance    with    the   cargo    preference 

requirements. 

CARGO  PREFERENCE  ASSISTANCE 

Like  the  Government's  current  donation  and  concessional  programs,  the 
cargo  preference  requirements  that  apply  to  them  were  established  by 
Congress.  It  is  MARAD's  responsibility  to  monitor  compliance  with 
them,  and  we  take  that  role  very  seriously. 

America's  merchant  fleet  has  been  declining  in  recent  years.  Cargo 
preference  is  one  aspect  of  current  maritime  policy  that  clearly  has 
helped  maintain  an  important  component  of  the  American  merchant 
fleet  and  American  seafaring  jobs  during  difficult  times. 

Reform  of  our  maritime  promotional  programs  is  under  review  at  the 
highest  levels  of  the  Clinton  Administration.  Our  ongoing  efforts  to 
improve  the  overall  efficiency  and  economic  competitiveness  of  the 
U.S.-flag  merchant  marine  are  directed  at  reducing  costs  for  shipping. 


142 


8 
THE  USDA/AID/MARAD  COOPERATIVE  WORKING  GROUP 

Mr.  Chairman,  I  would  also  like  to  take  this  opportunity  to  discuss  a 
new  and  very  positive  development  in  the  administration  of  the  cargo 
preference  program  --  the  development  of  a  USDA/AID/MARAD 
Working  Group  whose  goal  is  to  improve  the  efficiency  and 
effectiveness  of  cargo  preference  shipments. 

A  number  of  problems  in  shipments  io  the  Commonwealth  of 
Independent  States  and  Baltic  States  put  upward  pressure  on  U.S.  and 
foreign-flag  freight  rates  in  1993.  This  escalation  was  caused  by  many 
factors,  such  as  port  congestion  due  to  rail  cars  not  being  available  in 
Russia,  suddenly  inflated  discharge  costs,  and  lack  of  commercial 
chartering  terms.  USDA  became  concerned  that  high  rates  would 
cause  them  to  run  out  of  freight  money.  MARAD  approached  USDA  to 
establish  a  working  group  to  deal  with  the  problems  specific  to  Russia. 

The  group  met  numerous  times  over  several  weeks  and  identified  issues 
in  a  number  of  important  areas.  In  doing  so,  an  overriding  concern  was 
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to  distinguish  fact  from  opinion  so  as  to  concentrate  on  actions  which 

could  address  the  problems.  We  identified  several  key  problems  leading 

to  increased  rates,  including  discharge  terms,  payment  terms  and  vessel 

discrimination. 

As  a  result  of  these  concerns,  Russia  agreed  to  establish  a  joint 
U.S./Russian  working  group  which  will  nrranitor  Russian  port  conditions 
on  an  ongoing  basis.  The  group  will  be  available  to  answer  any 
questions  U.S.  carriers  have  as  they  develop  their  bids.  We  are  closely 
tracking  food  aid  shipments  under  earlier  programs  and  will  assess 
these  vessels'  experiences  in  unloading  their  cargoes.  This  information 
will  be  made  available  to  the  other  carriers  as  they  prepare  bids. 

In  other  words,  U.S.  vessel  owners  will  have  a  clearer  picture  of  their 
true  risks  when  they  bid  to  carry  these  food-aid  cargoes.  On  the 
Russians'  part,  they  will  have  the  incentive  to  discharge  cargoes 
quickly,  because  by  doing  so  they  will  reduce  the  amount  they  have 
agreed  to  pay  for  freight  costs.  The  Russians  are  paying  the  foreign- 
flag  shipping  rates  for  these  grain  shipments.  The  United  States  is  only 
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paying  the  differential  for  most  of  this  assistance,  that  is,  the  difference 

between  foreign-flag  and  U.S. -flag  shipping  rates.   Savings  on  ocean 

freight  differential  may  result  in  more  commodities  of  the  Russians' 

choosing  being  available  to  them.    I  think  we  made  very  significant 

strides  toward  our  goal  of  moving  America's  agricultural  assistance 

cargoes  at  the  lowest  possible  freight  rates  while  satisfying  all  statutory 

requirements. 

In  addition,  in  May,  MAR  AD  arKi  USDA  sent  a  team  to  Russia  to 
scrutinize  port  conditions  there.  They  have  reported  congestion 
problems  in  Novorossiysk  and  St.  Petersburg,  and  a  potential  shortage 
of  rail  cars  when  the  Russian  harvest  begins  in  July.  If  there  are  not 
enough  rail  cars  and  no  storage  facilities,  ships  will  have  difficulty 
unloading  their  cargoes.  This  is  an  area  we  will  be  monitoring  very 
carefully.  MARAD  expects  to  send  a  team  of  port  and  railroad  experts 
back  to  Russia  to  examine  the  ports  and  make  recommendations  on 
how  to  improve  their  efficiency.  They  will  be  on  the  spot  for  about 
three  weeks,  providing  us  with  up-to-the-minute  reports  on  port  and  rail 
conditions. 
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I  have  discussed  our  inter-agency  efforts  to  solve  problems  In  our 

preference  programs.     This  is  not  a  one-shot  thing.      MARAD  is 

committed  to  an  on-going  effort.  USDA  and  AID  will  join  us  in  looking 

at  the  problems  faced  by  both  shippers  and  carriers.   We  will  all  work 

toward  a  preference  program  that  serves  the  national  interest  as  well 

as  the  agriculture  industry  and  the  maritime  industry. 

CONCLUSION 

Rnally,  and  most  significantly.  Secretary  PeAa  and  Secretary  Espy  have 
set  the  cooperative  direction  for'  their  efforts  to  address  cargo 
preference  issues.  Our  respective  agencies  are  taking  steps  to  deal 
with  cargo  preference  issues  for  the  benefit  of  agricultural  producers, 
shippers,  and  carriers.  We  at  MARAD  plan  to  move  forward  and  not 
lose  momentum  as  we  begin  discussions  on  longer  term  issues.  The 
Administration  intends  to  comply  fully  with  the  letter  and  spirit  of  the 
law.  That  concludes  my  prepared  statement,  Mr.  Chairman.  I  will  be 
happy  to  respond  to  any  questions  you  or  Subcommittee  members  may 
have. 

(Attachment  follows:) 
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PART  382— DETERMINATION  OF  FAIR 
AND  REASONABLE  RATES  FOR  THE 
CARRIAGE  OF  BULK  AND  PACK- 
AGED  PREFERENCE  CARGOES  ON 
U.S.-FLAG  COMMERCIAL  VESSELS 

Sec 

382.1  Scope. 

382.2  Data  submission. 

382.3  Determination  of  fair  and  reasonable 
rates. 

382.4  Waiver. 

AtrrHORiTT:  Sees.  204  and  901  of  the  Mer- 
chant Marine  Act.  1936,  as  amended  (46 
App.  U.S.C.  1114. 1241);  49  CFR  1.66. 

Source:  54  FR  49088.  Nov.  29.  1989,  unless 
otherwise  noted. 

§  382.1    Scope 

These  regulations  prescribe  the  type 
of  information  that  must  be  submitted 
by  operators  Interested  in  carrying 
bulk  and  packaged  preference  cargoes, 
and  the  method  for  calculating  fair 
and  reasonable  rates  for  the  carriage 
of  dry  (including  packaged)  and  liquid 
bulk  preference  cargoes  on  U.S.-flag 
commercial  vessels,  except  less  than 
full  cargoes  on  liner  vessels,  pursuant 
to  section  901  of  the  Merchant  Marine 
Act,  1936.  as  amended. 

§  382.2    Data  Submission. 

(a)  General  The  operators  shall 
submit  information,  described  in  para- 
graphs (b)  and  (c)  of  this  section,  to 
the  Director,  Office  of  Ship  Operating 
Assistance,  Maritime  Adrninistratlon. 
Washington,  DC  20590.  To  the  extent 
a  vessel  Is  time  chartered,  the  operator 
shall  also  submit  operating  expenses 
for  that  vessel.  All  submissions  shall 
be  certified  by  the  operators  and  are 
subject  to  verification,  at  MARAD's 
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disc/etlon.  by  the  Office  of  the  Inspec- 
tor General,  Department  of  Truispor- 
tation.  MARAD's  calculations  of  the 
fair  and  reasonable  rates  for  U.S.-flag 
vessels  shall  be  performed  on  the  basis 
of  cost  data  provided  by  the  U.S.-flag 
vessel  operator  as  specified  herein. 
Failure  of  a  vessel  operator  to  submit 
the  required  cost  data  will  result  in 
MARAD  being  unable  to  construct  the 
guideline  rate  for  the  affected  vessel, 
which  may  result  in  such  vessel  not 
being  approved  by  the  sponsoring  Fed- 
eral agency. 

(b)  ReQuired  information  for  each 
vessel  The  following  information  shall 
be  submitted  not  later  than  120  days 
following  the  effective  date  of  this 
part  for  the  previous  calendar  year 
and  shall  be  updated  not  later  than 
April  30  for  each  subsequent  calendar 
year.  In  instances  where  a  vessel  has 
not  previously  participated  in  the  car- 
riage of  cargoes  described  In  S  382.1. 
the  information  shall  be  submitted  not 
later  than  the  same  date  as  the  offer 
for  carriage  of  such  cargoes  Is  submit- 
ted to  the  sponsoring  Federal  agency, 
and/or  its  program  participant,  and/or 
its  agent  and/or  program's  agent,  or 
freight  forwarder. 

(1)  Vessel  name. 

(2)  Vessel  DWT  and  net  registered 
tonnage  for  the  Suez  and  Panana 
Canals. 

(3)  Date  built,  rebuilt  and/or  ptir- 
chased. 

(4)  Normal  operating  speed. 

(5)  Daily  fuel  consumption  at 
normal  operating  speed,  in  metric  tons 
(U.S.  gallons  for  tugs)  and  by  type  of 
fuel,  per  day. 

(6)  Fuel  consumption  in  port  while 
pumping  and  standing,  in  metric  tons 
(U.S.  gallons  for  tugs),  by  type  of  fuel, 
per  day. 

(7)  Total  capitalized  vessel  costs  (list 
and  date  capitalized  Improvements 
separately),  and  applicable  interest 
rates  for  indebtedness  (where  capital 
leases  are  involved,  the  operator  shall 
report  the  imputed  capitalized  cost 
and  Imputed  interest  rate). 

(8)  Operating  cost  Information,  such 
Information  to  be  submitted,  by  vessel, 
in  the  format  stipulated  by  46  CFR 
232.1.  Form  MA-172  Schedule  301. 
Tug/barge  operators  shall  submit  such 
information  separately  for  each  tug 
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and  barge  employed  In  the  preference 
trade.  Information  shall  be  applicable 
to  the  most  recently  completed  calen- 
dar year. 

(9)  Number  of  vessel  operating  days 
pertaining  to  data  reported  in  para- 
graph (b)(8)  of  this  section  for  the 
year  ending  December  31.  For  pur- 
poses of  this  regulation  an  operating 
day  is  defined  as  any  day  on  which  a 
vessel  or  barge  unit  Is  in  a  seaworthy 
condition,  fully  manned,  and  either  in 
operation  or  standing  ready  to  begin 
operations. 

(c)  Required  port  and  cargo  han- 
dling information.  The  following  port 
and  cargo  handling  costs  shall  be  pro- 
vided for  each  cargo  preference  voyage 
within  60  days  of  the  termination  of 
the  voyage,  identifying  the  vessel, 
cargo  and  tonnage,  and  round-trip 
voyage  itinerary  including  dates  of  ar- 
rival and  departure  at  port  or  ports  of 
loading  and  discharge. 

(1)  Port  expenses.  Total  expenses  or 
fees,  by  port,  for  pilots,  tugs,  line  han- 
dlers, wharfage,  port  charges,  fresh 
water,  lighthouse  dues,  quarantine 
service,  customs  charges,  shifting  ex- 
pense, and  any  other  appropriate  ex- 
pense. 

(2)  Cargo  expense.  Separately  list  ex- 
penses or  fees  for  stevedores,  eleva- 
tors, equipment,  and  any  other  appro- 
priate expenses  other  than  dispatch. 

(3)  Extra  cargo  expenses.  Separately 
list  expenses  or  fees  for  vacuvators 
and/or  cranes,  lightening  (indicate 
tons  moved  and  cost  per  ton),  grain-to- 
grain  cleaning  of  holds  or  tanks  and 
any  other  appropriate  expenses. 

(4)  Canal  expenses.  Total  expenses 
or  fees  for  agents,  tolls  (light  or 
loaded),  tugs,  pilots,  lock  tenders  and 
boats,  and  any  other  appropriate  ex- 
penses. Indicate  waiting  time  and  time 
of  passage. 

(d)  Other  requirements.  Unless  oth- 
erwise provided,  operators  shall  use  46 
CFR  part  232,  Uniform  Financial  Re- 
porting Requirements  for  guidance  in 
submitting  cost  data.  Data  require- 
ments stipulated  in  paragraph  (b)  of 
this  section  that  are  not  included 
vmder  those  reporting  instructions 
shall  be  submitted  in  a  similar  format. 
If  the  operator  has  already  submitted 
to  MARAD.  for  other  purposes,  any 
data  required  under  paragraph  (b)  of 
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this  section  its  submission  need  not  be 
duplicated  to  satisfy  the  requirements 
of  this  regulation. 

(e)  Presumption  of  confidentiality. 
MARAD  will  initially  presiune  that 
the  material  submitted  in  accordance 
with  the  requirements  of  these  regula- 
tions is  privileged  or  confidential 
within  the  meaning  of  5  U.S.C. 
552(b)(4).  In  the  event  of  a  subsequent 
request  for  any  portion  of  that  data 
under  5  U.S.C.  552.  MARAD  will 
inform  the  submitter  of  such  request 
and  allow  the  opportunity  to  com- 
ment. The  submitter  shall  claim  confi- 
dentiality at  that  time  by  memoran- 
dum or  letter,  stating  the  basis,  in 
detail,  for  such  assertion  of  exemption 
to  disclosure,  including,  but  not  limit- 
ed to.  statutory  and  decisional  authori- 
ties. Those  parts  not  so  claimed  will  be 
subject  to  initial  determination  by  the 
Freedom  of  Information  Act  Officer. 

(Approved  by  the  Office  of  Management 
and  Budget  under  control  number  2133- 
0514) 

[54  FR  49088,  Nov.  29.  1989.  as  amended  at 
56  FR  57808.  Nov.  14. 1991] 

§  382.3    Determination  of  fair  and  reasona- 
ble rates. 

Fair  and  reasonable  rates  for  the 
carriage  of  preference  cargoes  on  U.S.- 
flag  commercial  vessels  shall  be  deter- 
mined as  follows: 

(a)  Operating  cost  component  An 
operating  cost  component,  based  on 
actual  operating  costs  of  each  partici- 
pating vessel,  shall  be  determined  on 
the  basis  of  operating  cost  data  for  the 
calendar  year  immediately  preceding 
the  current  year  that  has  been  submit- 
ted in  accordance  with  §  382.2.  The  op- 
erating cost  component  shall  include 
all  operating  cost  categories,  as  de- 
fined by  46  CFR  232.5.  Form  MA-172 
Schedule  301,  Operating  Expenses. 
(For  purposes  of  this  rule,  charter  hire 
expenses  are  not  considered  operating 
costs.)  Such  data  shall  be  escalated  by 
MARAD  yearly  to  the  current  period 
utilizing  escalation  factors  for  wage 
and  nonwage  costs  applied  to  those 
cost  categories  in  escalating  operating 
subsidy  costs  for  the  same  period.  Fuel 
costs  shall  be  determined  individually 
based  on  the  actual  fuel  consumptions, 
at  sea  and  in  port,  for  each  vessel  and 
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current  fuel  prices  In  effect  at  the 
time  of  the  preference  cargo 
voyage(s). 

(b)  Capital  component—  (1)  General 
A  capital  cost  component  shall  be  con- 
structed for  each  eligible  vessel  con- 
sisting of  vessel  depreciation,  interest, 
return  on  working  capital,  and  return 
on  equity. 

(2)  Items  included  The  capital  cost 
component  shall  include: 

(i)  Depreciation.  The  owner's  cap- 
italized vessel  cost,  including  capital- 
ized improvements,  shall  be  depreciat- 
ed on  a  straight-line  basis  over  a  20- 
year  economic  life,  unless  the  owner 
has  purchased  or  reconstructed  the 
vessel  when  its  age  was  greater  than 
10  years  old.  To  the  extent  a  vessel  Is 
chartered  or  leased,  the  operator  shall 
submit  the  capitalized  cost  and  imput- 
ed interest  rate  (in  the  event  these 
items  are  not  furnished  they  shall  be 
constructed  by  MAR  AD).  When  ves- 
sels more  than  10  years  old  are  pur- 
chased, a  depreciation  period  of  10 
years  shall  be  used.  Capitalized  im- 
provements made  to  vessels  more  than 
10  years  old  will  be  depreciated  over  a 
10-year  period.  When  vessels  more 
than  10  years  old  are  reconstructed, 
MARAD  will  determine  the  deprecia- 
tion period.  The  residual  value  of  the 
vessel  shall  be  assumed  to  be  2.5  per- 
cent of  total  capitalized  cost. 

(ii)  Interest  The  cost  of  debt  shall  be 
determined  by  applying  the  vessel 
owner's  actual  interest  rate  to  the  out- 
standing vessel  indebtedness.  It  shall 
be  assumed  that  original  vessel  indebt- 
edness is  75  percent  of  the  owner's 
capitalized  vessel  cost.  Including  cap- 
italized Improvements,  and  that 
annual  principal  payments  are  made 
in  equal  installments  over  the  20-year 
economic  life.  If  an  actual  interest 
rate  is  not  available.  MARAD  shall 
select  an  appropriate  interest  rate. 
Where  an  operator  uses  a  variable  in- 
terest rate,  the  operator's  actual  Inter- 
est rate  at  the  time  of  calculation  of 
the  guideline  rate  shall  be  used.  A  cur- 
rent long-term  interest  rate  (the  title 
XI  rate  if  available)  will  be  used  for 
operators  without  vessel  debt. 

(ill)  Return  on  toorking  capital 
Working  capital  shall  equal  the  dollar 
amount  necessary  to  cover  100  percent 
of  the  operating  and  voyage  costs  of 
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the  vessel  for  the  voyage.  The  rate  of 
return  shall  be  based  on  an  average  of 
the  most  recent  return  of  stockhold- 
ers' equity  for  a  cross  section  of  trans- 
portation companies,  including  mari- 
time companies. 

(iv)  Return  on  equity.  The  rate  of 
return  on  equity  shall  be  the  same 
rate  as  described  in  paragraph 
(b)(2)(iii)  of  this  section.  For  the  pur- 
pose of  determining  equity,  it  shall  be 
assumed  that  the  vessel's  constructed 
net  book  value,  less  outstanding  con- 
structed principal,  is  equity.  The  con- 
structed net  book  value  shall  equal  the 
owner's  capitalized  cost  minus  accu' 
mulated  straight-line  depreciation. 

(3)  Voyage  component  The  aimual 
depreciation,  interest,  and  return  on 
equity  shall  be  divided  by  300  vessel 
operating  days  to  yield  the  daily  cost 
factors.  Total  voyage  days  shall  be  ap- 
plied to  the  daily  cost  factors  and  to- 
taled with  the  return  on  working  cap- 
ital for  the  voyage  to  determine  the 
daily  capital  cost  component. 

(c)  Port  and  cargo  handling  cost 
component  MARAD  shall  calculate  an 
estimate  of  all  port  and  cargo  han- 
dling costs  on  the  basis  of  the  reported 
cargo  tender  terms.  The  port  and 
cargo  handling  cost  component  shall 
be  based  on  the  most  current  informa- 
tion available  verified  by  information 
submitted  in  accordance  with 
§  382.2(c).  or  as  otherwise  determined 
by  MARAD. 

(d)  Brokerage  and  overhead  compo- 
nent An  allowance  for  broker's  com- 
mission and  overhead  expenses  of  8.5 
percent  shall  be  added  to  the  sum  of 
the  operating  cost  component,  the 
capital  cost  component,  and  the  port 
and  cargo  handling  cost  component. 

(e)  Determination  of  voyage  days. 
The  following  assumptions  shall  be 
made  in  determining  the  number  of 
preference  cargo  voyage  days: 

(1)  The  voyage  shall  be  round-trip 
with  the  return  in  ballast,  unless  the 
vessel  Is  scrapped  or  sold  immediately 
after  discharge  of  the  preference 
cargo.  In  this  event,  only  voyage  days 
from  the  load  port  to  the  discharge 
port,  including  time  allowed  to  dis- 
charge, shall  be  included.  In  the  event 
a  bsM^lchaul  cargo  is  obtained,  an  ad- 
justment to  allowable  voyage  days 
shall  be  made. 
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(2)  Cargo  is  loaded  and  discharged  as 
per  cargo  tender  terms  interpreted  in 
accordance  with  the  "international 
rules  for  the  interpretation  of  trade 
terms"  (INCOTERMS). 

(3)  Total  loading  and  discharge  time 
includes  the  addition  of  a  factor  to  ac- 
count for  delays  and  days  not  worked. 

(4)  One  extra  port  day  is  included  at 
each  anticipated  bunkering  port. 

(5)  An  allowance  shall  be  included 
for  canal  transits,  when  appropriate. 

(6)  Transit  time  shall  be  based  on 
the  vessel's  normal  operating  speed, 
and  shall  include  for  single  unit  ves- 
sels and  fully  integrated  tug/barge 
units  (ITB's),  as  defined  by  the  defini- 
tion of  Pushing  Mode  ITB  contained 
in  U.S.  Coast  Guard  Navigation  and 
Vessel  Inspection  Circular  2-18, 
change  1,  enclosure  (1),  an  additional 
five  percent  to  account  for  weather 
conditions.  An  allowance  of  ten  per- 
cent shall  be  added  for  all  other  tug/ 
barge  units. 

(f)  DeteTTnination  of  cargo  carried. 
The  amount  of  cargo  tonnage  used  to 
calculate  the  rate  shall  be  based  on 
the  charter  party  terms.  However,  in 
no  case  shall  less  than  70  percent  of 
deadweight  be  used  for  rate  calcula- 
tion purposes.  In  instances  when  sepa- 
rate parcels  of  preference  cargo  are 
booked  or  considered  for  booking  on 
the  same  vessel,  whether  under  a 
single  progrram  or  different  programs, 
a  guideline  rate  for  each  parcel  shall 
be  provided  based  on  the  combined 
voyage. 

(g)  Total  rate.  The  fair  and  reasona- 
ble rate  shall  be  the  total  of  the  oper- 
ating cost  component,  the  capital  cost 
component,  the  port  and  cargo  han- 
dling cost  component,  and  the  broker's 
commission  and  overhead  component 
divided  by  the  amount  of  cargo  to  be 
carried  as  determined  by  paragraph  (f) 
of  this  section,  expressed  as  cost  per 
ton. 

§382.4    Waiver. 

In  special  circumstances  and  for 
good  cause  shown,  the  procedures  pre- 
scribed in  this  part  may  be  waived  in 
keeping  with  the  circumstances  of  the 
present,  so  long  as  the  procedures 
adopted  are  consistent  with  the  Act 
and  with  the  intent  of  these  regula- 
tions. 
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1241(b);  49  CFR  1.66. 

SouRcin  57  FR  21036,  May  18.  1992.  unless 
otherwise  noted. 

§  383.1    Scope. 

Part  383  prescribes  regulations  ap- 
plying to  the  waterbome  transporta- 
tion of  dry  bulk  preference  cargoes  in 
less  than  full  shiploads  on  U.S.-flag 
commercial  liner  vessels.  These  regula- 
tions contain  the  method  that  the 
Maritime  Administration  (MARAD) 
shall  use  in  calculating  fair  and  rea- 
sonable rates,  and  the  type  of  informa- 
tion that  shall  be  submitted  by  liner 
operators  interested  in  carrying  such 
preference  cargoes.  For  the  purpose  of 
these  regulations,  the  term  less-than- 
full  shipload  shall  include  all  cargoes 
up  to  the  full  deadweight  capacity  of 
the  specific  vessel  used  by  an  operator 
in  the  carriage  of  a  preference  cargo, 
provided  that  said  vessel  has  beeen  en- 
gaged in  the  liner  trades.  For  these 
purposes.  Liner  Trades  is  defined  as 
service  provided  on  an  advertised 
schedule,  giving  relatively  frequent 
sailings  between  specific  U.S.  ports  or 
ranges  and  designated  foreign  ports  or 
ranges. 

§  383.2    Data  submission. 

(a)  General  Operators  wishing  to 
employ  liner  vessels  in  the  carriage  of 
liner  parcels  of  dry  bulk  preference 
cargoes  shall  submit  information,  as 
provided  in  paragraph  (b)  of  this  sec- 
tion, as  applicable,  to  the  Director. 
Office  of  Ship  Operating  Assistance, 
Maritime  Administration.  Washing- 
ton, DC  20590.  The  information  in 
paragraph  (b)(1)  of  this  section  shall 
be  submitted  annually  not  later  than 
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April  30  of  each  year.  The  information 
in  paragraphs  (b)(2)  and  (b)(3)  of  this 
section  shall  be  submitted  initially  and 
thereafter  only  when  changes  occur. 
All  submissions  shall  be  certified  by 
the  operator  as  true,  accurate  and 
complete  and  are  subject  to  verifica- 
tion by  MARAD.  MARAD's  calcula- 
tions of  fair  and  reasonable  guideline 
rates  for  U.S.-flag  vessels  shall  be  per- 
formed on  the  basis  of  cost  data  pro- 
vided by  U.S.-flag  vessel  operators  as 
specified  herein.  Failure  of  a  vessel  op- 
erator to  submit  the  required  cost  data 
will  result  in  MARAD  being  unable  to 
construct  the  guideline  rate  for  any  af- 
fected vessel,  which  may  result  in  such 
vessel  not  being  approved  by  the  spon- 
soring Federal  agency. 

(b)  Required  Information  for  each 
vessel  (1)  For  each  vessel  that  an  op- 
erator wishes  to  be  considered  for  the 
carriage  of  preference  cargoes,  operat- 
ing cost  information  shall  be  submit- 
ted by  vessel  type,  in  the  format  pre- 
scribed at  46  CFR  232.1,  Form  MA- 
172,  including  cargo  carried,  operating 
revenue  and  expenses  (Schedule  301). 
Such  information  shall  be  applicable 
to  the  most  recently  completed  calen- 
dar year. 

(2)  Total  vessel  costs  capitalized  (list 
and  date  capitalized  improvements 
separately)  and  applicable  interest 
rates  for  indebtedness  shall  be  submit- 
ted for  each  vessel. 

(3)  Fuel  consumption,  by  grades  of 
fuel  consumed,  shall  be  submitted  for 
each  vessel  at  normal  operating  speed 
and  while  in  port  in  metric  tons  per 
day. 

(4)  An  operator  who  already  submits 
the  information  in  paragraph  (b)(1)  of 
this  section  to  MARAD,  in  conjunc- 
tion with  other  MARAD  programs, 
need  not  submit  a  duplicate  of  the  in- 
formation. 

(c)  Required  port  and  cargo  han- 
dling information.  For  each  parcel 
carried  vmder  the  provisions  of  this 
part,  the  following  port  and  cargo 
handling  costs  related  to  the  carriage 
of  such  parcel  shall  be  provided  within 
90  days  of  the  termination  of  the 
voyage: 

(1)  Port  expenses.  Total  expenses  or 
fees,  by  port,  for  pilots,  tugs,  line  han- 
dlers, wharfage,  port  charges,  fresh 
water,    lighthouse    dues,    quarantine 
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service,  customs  charges,  shifting  ex- 
pense, and  any  other  appropriate  ex- 
pense associated  with  the  loading  or 
discharge  of  the  preference  cargo. 

(2)  Cargo  expense.  Separately  list  ex- 
penses or  fees  for  stevedores,  eleva- 
tors, equipment,  and  any  other  appro- 
priate expenses  associated  with  the 
loading  or  discharge  of  the  preference 
cargo  (excluding  despatch). 

(3)  Extra  cargo  expenses.  Separately 
list  expenses  or  fees  for  vacuvators 
and/or  cranes,  lightening  (indicate 
tons  moved  and  cost  per  ton),  grain-to- 
grain  cleaning  of  holds  and  any  other 
appropriate  expenses. 

(4)  Canal  expenses.  Total  expenses 
or  fees  for  agents,  tolls  (light  or 
loaded),  tugs,  pilots,  lock  tenders  and 
boats,  and  any  other  appropriate  ex- 
penses. 

(d)  Confidentiality.  If  the  data  sub- 
mitted imder  this  rule  contains  infor- 
mation that  the  submitter  coruiders  to 
be  commercial  or  financial  informa- 
tion and  privileged  or  confidential,  or 
otherwise  exempt  from  disclosxire 
under  the  Freedom  of  Information  Act 
(FOIA)  (5  U.S.C.  552),  the  submitter 
shall  assert  claim  of  exemption  at  the 
time  the  data  is  submitted.  The  claim 
shall  be  made  in  a  letter  contained  in  a 
sealed  envelope  marked  "Confidential 
Information",  addressed  to  the  Secre- 
tary, Maritime  Administration.  The 
submitter  shall  stamp  or  mark  "Confi- 
dential" on  the  top  of  each  page  con- 
taining information  claimed  to  be  con- 
fidential. In  claiming  an  exemption 
under  FOIA,  the  submitter  must  state 
the  basis  for  such  action,  including 
supporting  information  showing:  That 
the  information  claimed  to  be  confi- 
dential is  a  trade  secret  or  commercial 
or  financial  information  in  accordance 
with  statutory  and  decisional  author- 
ity, and  that  measures  have  been 
taken  by  the  submitter  of  the  informa- 
tion to  ensure  that  the  information 
has  not  been  disclosed  or  otherwise 
made  available  to  the  public,  of  if  the 
information  has  been  disclosed  or  oth- 
erwise made  available  to  the  public, 
which  such  disclosure  or  availability 
does  not  compromise  the  confidential 
nature  of  the  information.  In  the 
event  of  a  subsequent  request  for  any 
portion  of  the  data  under  the  FOIA. 
those  submissions  not  so  claimed  by 
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the  submitter  will  be  disclosed  and 
those  so  claimed  will  be  subject  to  the 
initial  determination  by  the  Secretary, 
Maritime  Administration.  If  the  Secre- 
tary makes  a  determination  unfavor- 
able to  the  submitter,  the  submitter 
will  be  advised  that  MARAD  will  not 
honor  the  request  for  confidentiality 
at  the  time  of  any  request  for  produc- 
tion of  information  under  the  FOIA 
by  third  parties. 

§  383.3    Determination  of  fair  and  reasona* 
ble  rates. 

(a)  Cost  components.  MARAD  shall 
calculate  fair  and  reasonable  rates  for 
all  liner  vessels  participating  In  this 
program.  The  fair  and  reasonable  rate 
shall  include  an  operating  cost  compo- 
nent, a  fuel  cost  component,  a  capital 
cost  component,  and  a  component  for 
port  and  cargo  handling  expenses. 

(b)  Operating  cost  component— <l) 
General.  MARAD  shall  calculate  a 
daily  operating  cost  for  each  vessel 
based  on  the  actual  operating  costs  of 
the  owner's  vessels  of  the  same  type. 
This  cost  shall  be  obtained  from  cost 
data  for  the  calendar  year  immediate- 
ly preceding  the  current  year  submit- 
ted in  accordance  with  paragraph 
(b)(1)  of  this  section.  Such  data  shall 
be  escalated  by  MARAD  to  the  cur- 
rent year. 

(2)  Items  included.  The  operating 
cost  component  shall  Include  all  costs 
relating  to  vesssel  operation  (net  of 
operating  differential  subsidy),  with 
the  exception  of  fuel  costs  and  charter 
hire,  and  shall  include  the  expense 
categories  as  defined  by  46  CFR  232.1, 
Form  MA-172,  Schedule  301,  Operting 
Expenses. 

(c)  Fuel  component  Fuel  costs  shall 
be  determined  as  a  separate  compo- 
nent for  each  vessel,  based  on  the  ves- 
sel's rate  of  consumption  and  current 
fuel  prices. 

(d)  Capital  component— (I)  General 
MARAD  shall  calculate  the  dally  cap- 
ital component  of  the  fair  and  reason- 
able rate  for  each  participating  vessel, 
consisting  of  vessel  depreciation,  inter- 
est, return  on  working  capital,  and 
return  on  equity. 

(2)  Items  included.  The  capital  com- 
ponent shall  include: 

(1)  Depreciation,  The  owner's  cap- 
italized vessel  cost.  Including  capital- 
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ized  improvements,  shall  be  depreciat- 
ed on  a  straight-line  basis  over  a  25- 
year  economic  life,  unless  the  owner 
has  purchased  or  reconstructed  the 
vessel  when  its  age  was  greater  than 
15  years  old.  To  the  extent  a  vessel  Is 
chartered  or  leased,  the  operator  shall 
submit  the  capitalization  cost  and  Im- 
puted Interest  rate  (in  the  event  these 
items  are  not  furnished,  they  shall  be 
constructed  by  MARAD).  When  ves- 
sels more  than  15  years  old  are  pur- 
chased, a  depreciation  period  of  10 
years  shall  be  used.  Capitalized  im- 
provements made  to  vessels  more  than 
15  years  old  shall  be  depreciated  over 
a  10-year  period.  When  vessels  more 
than  15  years  old  are  reconstructed, 
MARAD  will  determine  the  deprecia- 
tion period.  The  residual  value  of  the 
vessel  shall  be  assumed  to  be  2.5  per- 
cent of  total  capitalized  cost. 

(ii)  Interest.  The  cost  of  debt  shall  be 
determined  by  applying  the  vessel 
owner's  actual  interest  rate  to  the  out- 
standing vessel  Indebtedness.  It  shall 
be  assumed  that  original  vessel  indebt- 
edness is  75  percent  of  the  owner's 
capitalized  vessel  cost,  including  cap- 
italized improvements,  and  that 
annual  principal  payments  are  made 
in  equal  installments  over  the  25-year 
economic  life.  If  an  actual  interest 
rate  is  not  available,  MARAD  shall 
select  an  appropriate  interest  rate. 
Where  an  operator  uses  a  variable  in- 
terest rate,  the  operator's  actual  inter- 
est rate  at  the  time  of  calculation  of 
the  guideline  rate  shall  be  used.  A  cur- 
rent long-term  interest  rate  (the  title 
XI  rate  if  available)  will  be  used  for 
operators  without  vessel  debt. 

(ill)  Return  on  working  capital 
Working  capital  shall  equal  the  dollar 
amount  necessary  to  cover  100  percent 
of  the  operating  and  voyage  costs  of 
the  vessel  for  the  voyage.  The  rate  of 
return  shall  be  based  on  an  average  of 
the  most  recent  (over  a  five  year 
period)  return  of  stocltholders'  equity 
for  a  cross  section  of  transportation 
companies,  Including  maritime  compa- 
nies. 

(Iv)  Return  on  equity.  The  rate  of 
return  on  equity  shall  be  determined 
as  In  paragraph  (d)(2)(lli)  of  this  sec- 
tion. For  the  purpose  of  determining 
equity  it  shall  be  assumed  that  the 
vessel's  constructed  net  book  value  less 
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constructed  principal  outstanding  in 
equity.  The  constructed  net  book 
value  shall  equal  the  owner's  capital- 
ized cost  minus  accumulated  straight- 
line  depreciation.  For  vessels  whose 
depreciable  period  has  expired  (ex- 
cluding improvements)  as  determined 
in  paragraph  (d)(2)(I),  the  scrap  value 
of  the  vessel  shall  be  considered  as  the 
vessel's  equity. 

(V)  Voyage  component  The  annual 
depreciation,  interest,  and  return  on 
equity  shall  be  divided  by  300  vessel 
operating  days  to  yield  the  daily  cost 
factors.  Total  voyage  days  shall  be  ap- 
plied to  the  daily  cost  factors  and  to- 
taled with  the  return  on  working  cap- 
ital for  the  voyage  to  determine  the 
capital  cost  component. 

(e)  Port  and  cargo  handling  compo- 
nent—(.1)  General  MARAD  shall  cal- 
culate an  estimate  of  port  and  cargo 
handling  costs  consisting  of  a  U.S. 
port  and  cargo  handling  element  and  a 
foreign  element,  as  applicable.  The 
port  and  cargo  handling  cost  compo- 
nent shall  be  based  on  the  most  cur- 
rent information  available  verified  by 
information  submitted  in  accordance 
with  this  section,  or  as  otherwise  de- 
termined by  MARAD.  Since  Govern- 
ment shipper  agencies  have  at  times 
required  steamship  lines  to  perform 
services  beyond  their  usual  scope  of 
operation  on  some  shipments,  addi- 
tional services  such  as  bagging  at  dis- 
charge, rail  or  truck  loading,  on  car- 
riage to  inland  destinations,  and  other 
sundry  expenses  have  been  included  in 
the  ocean  freight  rate  in  the  past.  In 
order  to  provide  a  fair  and  reasonable 
guideline  rate,  these  expenses  will  be 
identified  separately  from  the  guide- 
line rate  and  should  be  reviewed  and 
approved  by  the  sponsoring  Govern- 
ment shipper  agency.  In  the  event 
such  charges  are  not  approved,  the 
cargo  preference  requirement  must  be 
met  by  utilizing  a  U.S.-flag  vessel  for 
the  ocean  transportation,  if  such  a 
vessel  will  accept  a  rate  at  or  below 
the  guideline  rate  for  the  ocean  trans- 
portation only. 

(2)  Items  included  Port  and  cargo 
handling  charges  shall  include  the  fol- 
lowing, assuming  full  berth  term  quo- 
tations: 

(1)  U.S.  port  and  cargo  handling 
charges.    In    this    category    MARAD 
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shall  include  domestic  port  and  cargo 
handling  charges  for  commodity,  port 
of  lading,  and  lot  size  based  on  the 
cargo  tender. 

(ii)  Foreign  port  and  cargo  handling 
charges.  To  the  extent  possible. 
MARAD  shall  include  in  this  category 
all  known  foreign  port  cargo  handling 
and  canal  charges  that  would  normal- 
ly be  included.  These  estimates  shall 
be  made  for  commodity,  port  of  dis- 
charge, and  lot  size  based  on  the  cargo 
tender. 

(3)  Terms.  If  the  terms  of  the  tender 
are  other  than  full  berth  tenns  to  the 
vessel  owner,  adjustment  to  the  guide- 
line rate  shall  be  made  on  an  ad  hoc 
basis  by  request  to  MARAD.  This  pro- 
vision shall  be  interpreted  in  accord- 
ance with  Incoterms.  as  amended,  pub- 
lished by  the  International  Chamber 
of  Conrmierce,  Paris.  France. 

(f)  Determination  of  voyage  days 
and  cargo  carried  For  purposes  of  de- 
termining the  vessel  operating,  fuel, 
and  capital  cost  components  of  the 
fair  and  reasonable  rate  (and  certain 
other  costs,  i.e..  canal  tolls),  the 
voyage  length  and  cargo  tons  shall  be 
based  on  an  average  of  voyage  days 
total  payable  tons  carried  for  all  ap- 
propriate vessel  types  and  voyages  of 
the  operator  on  the  service  for  which 
the  fair  and  reasonable  rate  is  being 
calculated,  as  determined  from  data 
submitted  in  accordance  with 
§  383.2(b)(1).  Appropriate  adjustments 
will  be  made  to  existing  data  in  in- 
stances where  ah  operator  commences 
operation  of  a  newly  authorized  serv- 
ice. The  component  for  port  and  cargo 
handling  charges  shall  be  based  on 
cargo  tender  terms. 

(g)  Total  rate.  The  operating  cost 
component,  fuel  cost  component,  cap- 
ital cost  component,  and  port  and  han- 
dling cost  component,  each  expressed 
as  a  cost  per  ton.  shall  be  added  to- 
gether. The  sum  of  the  four  compo- 
nents, plus  an  additional  13.5  percent 
of  the  sum  to  account  for  brokers' 
commissions  and  general  and  adminis- 
trative expenses,  shall  yield  the  guide- 
line rate. 

§  383.4    Waiver. 

In  special  circumstances  and  for 
good  cause  shown,  the  procedures  pre- 
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scribed  in  this  part  may  be  waived  in 
keeping  with  the  circumstances  of  the 
present,  so  long  as  the  procedures 
adopted  are  consistent  with  the  Act 
and  with  the  intent  of  these  regula- 
tions. 
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STATEMENT  FOR  THE  RECORD 

WALLACE  T.  SANSONE 

VICE  COMMANDER 

MILITARY  SEALIFT  COMMAND 


INTRODUCTION 


Good  morning  Mr.  Chairman  and  Members  of  the  Subcommittee. 
My  neune  is  Wally  Sansone  and  I  eua  the  Vice  Commander  of  the 
Military  Sealift  Command.   The  Department  of  the  Navy's  Military 
Sealift  Command  (MSC) ,  as  the  Naval  Component  Command  of  the 
United  States  Transportation  Command,  is  responsible  for 
providing  oceem  transportation  to  all  Department  of  Defense 
components.   MSC  is  also  the  Navy  Type  Commander  for  various 
Naval  Fleet  Auxiliary  and  Special  Mission  ships. 

It  is  a  pleasure  to  have  the  opportunity  to  appear  before 
you  today  to  address  the  issue  of  Cargo  Preference  as  it  relates 
to  military  preparedness,  the  role  of  the  U.S.  Merchant  Marine 
in  the  Gulf  War,  and  finally,  what  changes  in  policy  are 
needed  from  a  defense  perspective. 

To  begin  with,  I  would  like  to  describe  how  cargo 
preference  applies  to  cargoes  for  which  ocean  transportation  has 
been  arremged  by  the  Military  Sealift  Command.  In  carrying  out 
its  mission,  MSC  contracts  for  the  annual  movement  of 
approximately  10  million  measurement  tons  of  dry  cargo  and  8 
million  long  tons  of  liquid  cargo  on  U.S. -flag  ships.   During 
the  last  year  about  95  percent  of  all  DoD  cargo  was  carried  on 
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privately  owned  U.S. -flag  ships. 
CARGO  PREFERENCE  ACT  OF  1904 

The  Military  Transportation  Act  of  1904,  commonly  referred 
to  as  the  1904  Cargo  Preference  Act,  is  the  primary  cargo 
preference  law  which  affects  the  ocean  transportation  of  Defense 
Department  cargo.   The  1904  Act  provides  that  only  ships  of  the 
United  States  (i.e.,  documented  under  U.S.  law)  or  belonging  to 
the  United  States,  may  be  used  for  the  ocean  transportation  of 
supplies  bought  for  the  military.   One  requirement  of  a 
U.S. -flag  ship  is  that  all  of  the  ships's  officers  and 
seventy-five  per  cent  of  its  crew  must  be  U.S.  citizens. 

When  the  1904  Act  was  passed,  the  Congress  recognized  that 
requiring  the  military  to  exclusively  use  U.S. -flag  ships  could 
have  the  unintended  effect  of  increasing  the  rates  charged  by 
those  ships  beyond  a  reasonetble  level.  At  that  time,  the 
Congressional  debates  centered  almost  exclusively  on  ensuring 
that  DoD  would  not  have  to  pay  unreasoneJsle  rates  to  ship 
military  cargo,  and  would  have  a  way  of  protecting  itself 
against  exorbitant  rates.   Thus,  the  1904  law  contains  two 
provisions  specifically  intended  to  protect  DoD: 
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(1)  U.S. -flag  ships  need  not  be  used  by  DoD  if  the 
President  (now  delegated  to  Secretary  of  the  Navy) 
finds  the  rates  charged  by  those  ships  to  be 
excessive;  and 

(2)  The  freight  rates  charged  to  DoD  by  U.S. -flag 
ships  cannot  be  more  than  those  ships  charge  private 
persons  for  transporting  like  goods. 

MSC  carries  out  its  peacetime  transportation  mission  at  a 
cost  of  more  than  one  billion  dollars  annually.   For  the 
majority  of  the  more  than  10  million  tons  of  dry  cargo  needed  by 
U.S.  forces  worldwide,  MSC  awards  contracts  for  tremsportation 
on  regularly  scheduled  commercial  ocean  carriers,  primarily 
containerships .   In  addition,   MSC  charters  about  35  privately 
owned  U.S. -flag  dry  cargo  ships  and  tankers  to  deliver  petroleum 
products  worldwide  and  dry  cargo  to  areas  where  no  commercial 
liner  service  exists  or  when  it  is  not  feasible  to  use 
commercial  containerships  such  as  in  the  treuisportation  of  tanks 
and  munitions. 

From  year  to  year,  DoD  ocean  rates  fluctuate  in  relation  to 
market  forces,  primarily  the  level  of  competition  and  exports. 
In  accordance  with  the  Federal  Acquisition  Regulation,  MSC 
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competitively  solicits  offers  from  all  U.S. -flag  operators  for 
the  ocean  transportation  of  DoD  cargo.   Contract  award  decisions 
are  made  after  evaluating  the  levels  of  service  and  other 
details  of  each  offer,  and  after  comparing  the  prices  proposed 
and  the  prices  for  equivalent  U.S. -flag  service  paid  by 
commercial  companies. 

As  part  of  our  support  of  the  U.S. -flag  merchant  marine 
through  the  1904  Cargo  Preference  Act,  DoD  pays  a  premium  for 
liner  cargo  as  part  of  our  commitment  to  maintain  a  mobilization 
base  of  U.S. -flag  ships  which  could  be  needed  by  DoD  in  a  crisis 
or  contingency.   This  is  accomplished  by  setting  a  cargo 
distribution  system  which  awards  a  percentage  of  the  DoD 
preference  cargo  to  at  least  two  U.S. -flag  carriers  which 
transport  DoD  cargo  on  ceirtain  major  routes,  thus  resulting  in 
some  cargo  being  carried  by  other  than  the  low  bidder. 

MILITARY  PREPAREDNESS 

With  respect  to  the  usefulness  of  Cargo  Preference  to 
military  preparedness,  the  existence  of  Cargo  Preference  laws, 
such  as  the  1904  Act,  ensures  the  availsdsility  of  DoD  cargo  for 
carriage  exclusively  on  U.S. -flag  ships.  While  it  is  recognized 
that  such  preference  laws  may  result  in  higher  rates  to  the 
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gavmmamnt   than  global  narkat  conditions  may  offer,  tha  preaium 
halps  to  maintain  an  activa  privately  owned  D.S.-flag 
conaercial  fleet  and  a  corps  of  trained  U.S.  citizen  merchant 
mariners  available  to  support  the  Department  of  Defense's 
requirements  in  wartime.  In  essence,  cargo  preference  laws 
provide  the  raison  d'etre  for  the  privately  owned  U.S. -flag 
commercial  fleet.  Without  Cargo  Preference,  the  privately  owned 
U.S. -flag  fleet  will  shrink  to  a  size  significantly  less  than 
today's  fleet  and  the  number  of  U.S.  citizen  mariners  will  be 
reduced  accordingly.  Many  of  the  ships  and  U.S.  citizen 
mariners  used  by  the  Military  Sealift  Command  during  the  Gulf 
War  for  the  deployment  and  sustainment  of  U.S.  forces  would  not 
have  been  available  if  cargo  preference  laws  had  not  been 
enacted.  As  part  of  the  Bottom  Up  review,  the  Defense 
Department  is  evaluating  the  impact  that  a  potential  decline  in 
the  U.S. -flag  fleet  will  have  on  military  preparedness. 

Strategic  sealift  is  a  critical  part  of  any  significant 
force  deployment  requiring  heavy  ground  forces.  Within  the 
Department  of  Defense,  we  define  strategic  sealift  as  the 
capability  to  deploy  and  sustain  military  forces,  as  rapidly 
as  possible  and  for  as  long  as  operational  requirements 
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dictate.   During  the  Gulf  War,  this  sealift  capability  was 
called  upon  to  deliver  95%  of  the  total  unit  equipment  and 
sustainment,  including  fuels,  required  by  U.S.  forces.   The 
three  components  of  strategic  sealift  include  prepositioning, 
surge  and  sustainment.   Prepositioning  is  the  advance 
placement  of  the  necessary  equipment  and  supplies  eUsoard 
forward  deployed  ships  capedsle  of  arriving  in  a  trouble  spot 
in  the  shortest  possible  time.   Surge  shipping,  occurring 
during  initial  mobilization,  provides  the  capeJaility  to 
deliver  outsized  bulky  military  vehicles  and  unit  equipment. 
Sustainment  shipping  is  mostly  containerized  cargo  needed  to 
meet  daily  consvimption  and  to  build  reserve  stocks.   It  is  in 
this  third  component,  sustainment  shipping,  where  we  rely 
primarily  on  the  U.S. -flag  commercial  fleet  to  provide  the 
necessary  support. 

When  President  Bush  issued  the  deployment  order  which 
ultimately  led  to  the  deployment  of  more  them  half  a 
million  U.S.  troops  to  the  Persian  Gulf,  MSC  began  ordering 
ships  into  action.   In  the  critical  first  days  of  the 
operation,  our  available  sealift  assets  responded  effectively 
and  rapidly.   The  Afloat  Prepositioning  Force  ships,  which  are 
loaded  emd  prepositioned,  and  the  Fast  Sealift  Ships  (FSS) , 
which  are  held  in  "reduced  operating  status",  were  rapidly 
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deployed  as  the  operation  dictated  and  did  the  job  they  were 
programmed  to  do. 

He  began  activating  the  Ready  Reserve  Force  on  August 
10,  1990.   Altogether,  the  Military  Seallft  Command  used  74  of 
the  78  Ready  Reserve  Force  ships  activated  by  the  Maritime 
Administration.   These  ships  are  Government  owned  but  the 
crews  for  these  ships  are  private  citizen  mariners  who  have 
gained  their  experience  primarily  while  sailing  U.S. -flag 
ships . 

To  meet  emerging  requirements,  we  also  turned  to  the 
charter  market  in  early  August  1990.   Our  first  requirement 
was  for  Roll-On/Roll-Off  ships  followed  by  other  militarily 
useful  ships.   In  all  cases,  we  solicited  U.S. -flag  ships 
first  and  accepted  foreign  flag  offers  only  when  no  U.S. -flag 
ship  was  in  position  and  availeible  to  meet  the  requirements. 
For  the  entire  Gulf  War,  we  chartered  206  ships,  of  which  182 
were  foreign  flag.   The  General  Accounting  Office  has 
determined  that  fair  market  rates  were  paid  for  ships 
chartered  by  the  Military  Seallft  Command. 

To  support  sustalnment  requirements,  MSC  negotiated  a 
special  contract  arremgement  with  seven  U.S. -flag  compeuiles. 
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This  arrangement,  called  the  Special  Middle  East  Sealift 
Agreement,  referred  to  as  SMESA,  was  in  place  within  the  first 
three  weeks  of  the  operation.   Prior  to  this  agreement, 
bookings  to  the  Middle  East  were  made  at  commercial  tariff 
rates.   The  SMESA  agreement  provided  for  service  from  those 
U.S. -flag  companies  with  an  approximate  23-30  day  door  to  door 
delivery  capaibility.   This  proved  an  effective  and  efficient 
solution  to  meeting  our  sustainment  requirements  without 
disrupting  the  carriers'  commercial  service.   The  agreement 
allowed  the  companies  to  use  U.S. -flag  ships  in  combination 
with  the  use  of  foreign  flag  feeder  service  from  container 
relay  ports  such  as  Alexandria,  Algeciras  and  Fujaireih,  which 
is  the  normal  commercial  business  practice  of  liner  companies. 
The  contract  permitted  MSC  to  require  the  carriers  to  alter 
their  routes  and  to  send  their  U.S.  citizen  crewed,  U.S. -flag 
ships  into  the  Gulf.   However,  this  was  not  necessary  during 
the  Gulf  War. 

The  sealift  effort  was  history-making  and  record 
breaking.   We  moved  more  equipment  and  supplies  to  the  theater 
of  operations  more  quickly  than  at  any  time  in  history.   Of 
the  10  million  tons  of  cargo  lifted  in  support  of  the  Gulf 
War,  eighty  percent  moved  on  U.S. -flag  ships. 
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MARITIME  REVITALIZATION 

In  terms  of  addressing  what  changes  to  existing  Cargo 
Preference  policy  and  laws  that  night  be  needed  to  make 
maritime  policy  more  compatible  to  U.S.  military  needs,  the 
Administration,  working  through  the  National  Economic  Council, 
is  examining  maritime  policy  and  laws.   The  Department  of 
Defense  is  participating  in  this  interagency  review  and  will 
provide  an  assessment  of  military  needs  to  the  National 
Economic  Council  by  the  end  of  the  summer. 

CLOSING  REMARKS 

Mr.  Chairman,  in  closing,  I  would  like  to  make  the 
following  point.   In  complying  with  the  1904  Cargo  Preference 
Act,  which  requires  all  DoD  cargo  to  be  transported  on 
U.S. -flag  ships,  we  believe  that  DoD  provides  substantial 
benefits  to  the  U.S.  maritime  industry.  Approximately  95 
percent  of  the  almost  20  million  tons  of  peacetime  cargo 
shipped  euuiually  by  the  Military  Sealift  Command  for  the 
Department  of  Defense  moves  on  privately  owned  U.S. -flag 
ships.   More  than  one  billion  dollars  is  paid  annually  to  the 
U.S.  maritime  industry  to  tremsport  DoD  cargoes  and  maintain 
sealift  readiness.   DoD  remains  committed  to  the  faithful 
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execution  of  all  the  Cargo  Preference  laws  to  achieve  the 
iaportant  objective  of  strengthening  the  U.S. -flag  merchant 
marine. 

Mr.  Chairman,  that  concludes  my  prepared  statement.   Again, 
I  thank  you  for  the  opportunity  to  appear  before  your  committee 
today. 
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U.S.  FOOD  AID  EXPORTS: 
THE  ROLE  OF  CARGO  PREFERENCE 

SUMMARY  OF  STATEMENT  BY  ALLAN  I.  MENDELOWITZ,  DIRECTOR 

INTERNATIONAL  TRADE,  FINANCE,  AND  COMPETITIVENESS 

GENERAL  GOVERNMENT  DIVISION 

On  April  3,  1993,  the  White  House  released  a  fact  sheet  announcing 
the  availability  of  $700  million  in  agricultural  credits  to  Russia 
under  the  Food  for  Progress  Progreun  (FPP).   Since  this 
announcement,  there  has  been  considerable  discussion  in  the  press 
about  the  portion  of  the  $700  million  necessary  for  financing  the 
transportation  of  the  FPP  commodities  to  Russia.   The  discussion 
has  focused  on  the  additional  cost  of  using  U.S. -flagged  vessels, 
rather  than  lower  cost  foreign- flagged  vessels,  to  transport  at 
least  75  percent  of  the  commodities,  as  required  by  cargo 
preference  laws.   This  discussion  has  renewed  debate  in  the 
Congress  on  the  effectiveness  of  U.S.  cargo  preference  laws. 

In  June  1990,  GAO  reported  on  the  impact  of  cargo  preference 
requirements  on  U.S.  food  aid  programs  and  the  U.S.  merchant 
marine.   GAO  stated  that  the  additional  cost  of  using  U.S. -flagged 
vessels,  rather  than  lower-cost  foreign- flagged  vessels,  had 
decreased  by  more  than  50  percent  during  the  period  1979  to  1989. 
However,  during  the  same  period,  the  number  of  U.S. -flagged  vessels 
and  U.S.  merchant  marine  personnel  had  also  declined  significantly. 

In  preparation  for  this  hearing,  GAO  updated  some  of  the 
information  contained  in  its  June  1990  report.   GAO  found  that  the 
additional  cost  of  using  U.S. -flagged  vessels  has  started  to 
increase  since  1989.   Also,  the  decline  in  the  number  of  U.S.- 
f lagged  vessels  is  continuing,  but  the  numbers  of  merchant  marine 
personnel  had  increased  slightly  as  of  1991;  however,  the  increase 
may  have  been  due,  at  least  in  part,  to  the  activities  associated 
with  Desert  Shield/Desert  Storm. 

One  of  the  main  objectives  of  cargo  preference  laws  is  to  help 
maintain  a  viable  and  responsive  merchant  marine  capability  for  use 
in  time  of  national  emergencies.   Therefore,  for  this  hearing,  we 
obtained  data  concerning  the  U.S.  experience  in  shipping  cargo 
during  the  1990-1991  Operation  Desert  Shield/Desert  Storm  to 
determine  the  extent  to  which  U.S. -flagged  ships  were  available  and 
used.   GAO  found  that  due  to  the  limited  availability  of  U.S.- 
flagged  vessels  during  the  initial  phase  of  Desert  Shield,  the 
Military  Sealift  Command  (MSC)  relied  heavily  on  the  services  of 
foreign- flagged  vessels.   However,  these  vessels  were  used  largely 
for  onetime  voyages  and  carried  just  one-fourth  of  the  dry  cargo 
transported  during  Desert  Shield. 
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Mr.  Chairman  and  Members  of  the  Subcommittee: 

I  am  pleased  to  be  here  today  to  discuss  Issues  related  to  U.S. 
cargo  preference  laws.  Including  the  Intact  that  the  laws  will  have 
on  the  recently  announced  food  aid  to  Russia  under  the  Food  for 
Progress  Program  (FPP).^  We  last  reported  on  cargo  preference  laws 
and  their  impact  on  food  aid  and  the  U.S.  merchant  marine  in  June 
1990.'  In  addition,  we  have  issued  several  other  reports  over  the 
years  that  are  related  to  cargo  preference  and  U.S.  shipping 
issues.  My  comments  today  are  based  primarily  on  the  information 
we  reported  in  our  1990  cargo  preference  report,  information 
contained  in  other  related  GAO  reports,  and  on  more  recent 
information  we  obtained  for  this  hearing. 

Our  testimony  today  is  an  interim  response  to  the  Chairman's 
request  that  we  update  information  reported  in  our  1990  cargo 
preference  report. 


^he  Food  for  Progress  Program  refers  to  the  Food  for  Progress 
Act  of  1985,  as  amended  by  section  1516  of  the  Food,  Agriculture, 
Conservation,  and  Trade  Act  of  1990.  This  is  a  food  aid  program 
aimed  toward  using  food  resources  of  the  United  States  more 
effectively  to  support  developing  countries  and  countries  that 
are  emerging  democracies  and  have  made  commitments  to  introduce 
or  expand  free  enterprise  elements  in  their  agricultural 
economies . 

'See  Cargo  Preference  Requirements;  Their  Impact  on  U.S.  Food  Aid 
Programs  and  the  U.S.  Merchant  Marine  (GAO/NSIAD-90-174,  June  19, 
1990). 
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BACKGROUND 

Cargo  preference  laws,  in  one  form  or  another,  have  existed 
practically  since  the  formation  of  our  nation.   For  example,  the 
second  law  enacted  by  the  Congress  was  the  Tariff  Act  of  1789 
which.  In  part,  required  an  additional  10-percent  duty  on  lirports 
carried  on  non-U. S.  vessels.   Since  then,  numerous  laws  promoting 
the  use  of  U.S.  vessels  have  been  passed. 

Current  cargo  preference  laws  require  that  significant  portions  of 
government -owned  or  -financed  cargo  be  shipped  on  U.S. -flagged 
vessels.^  Such  laws  are  meant  to  ensure  that  an  adequate  and 
viable  U.S.  merchant  marine  fleet  Is  maintained  both  to  carry 
domestic  waterborne  commerce  as  well  as  to  serve  as  a  naval  and 
military  auxiliary  In  time  of  war.* 

In  general,  cargo  preference  laws  require  that  100  percent  of 
Department  of  Defense  (DOD)  cargo,  75  percent  of  food  aid  cargo, 
and  at  least  50  percent  of  other  government -owned  or  -financed 
cargo  be  shipped  on  U.S. -flagged  vessels.'  However,  some 


^The  legal  definition  of  "U.S. -flagged  vessel"  Is  In  appendix  I. 

*See  Declaration  of  Policy,  Merchant  Marine  Act  of  1936,  Public 
Law  74-858. 

'Section  1142  of  the  Food  Security  Act  of  1985  Increased  the 
cargo  preference  requirement  for  food  aid  cargo  from  50  percent 
to  75  percent  by  1988. 
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government  programs  are  exempt  from  these  shipping  requirements; 
for  programs  that  are  not  exempt,  exceptions  can  be  made  for 
specific  shipments.'  The  Department  of  Transportation's  Maritime 
Administration  (MARAD)  monitors  U.S.  government  agencies' 
compliance  with  cargo  preference  requirements  and  reports  results 
to  the  Congress  annually. 

There  are  several  different  kinds  of  seagoing  vessels,  and  they 
each  generally  specialize  in  the  type  of  cargo  they  carry.   For 
example,  bulk  carriers  generally  carry  bulk  commodities,  such  as 
corn  or  wheat,  in  the  hold  of  the  ship;  intermodal  carriers 
generally  carry  20-foot  or  40-foot  containers  (holding  boxed  or 
otherwise  packaged  goods)  on  the  decks  of  the  ship  (the  containers 
can  be  transferred  between  trains,  trucks,  and  ships);  tanker 
vessels  have  several  individual  tanks  designed  for  carrying  liquids 
such  as  petroleum;  and  general  cargo  ships  generally  carry  "break- 
bulk"  commodities  such  as  bound  lumber  or  other  goods  bound  or 
stacked  on  pallets.   Other  specialized  vessels  Include  passenger 
ships,  barges,  and  roll-on/roll-off  (RORO)  ships.   ROROs  generally 


'The  Department  of  Agriculture's  (USDA)  agricultural  loan 
guarantee  programs — the  Export  Credit  and  Intermediate  Export 
Credit  Guarantee  Programs  (known  as  General  Sales  Manager  (GSM)- 
102  and  -103) — are  specifically  exempted  from  the  cargo 
preference  requirements  by  section  1531  of  the  Food,  Agriculture, 
Conservation,  and  Trade  Act  of  1990.   Exceptions  to  the  cargo 
preference  requirements  can  be  made  when  U.S. -flagged  vessels  are 
not  available  or  the  rates  are  excessive  or  otherwise 
unreasonable . 
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carry  vehicles  such  as  tanks  or  trucks  that  can  be  driven  on  and 
driven  off  the  ship. 

Food  aid  provided  by  the  United  States  Is  frequently  shipped  on 
bulk  carriers,  general  cargo  ships,  or  Intermodal  (container) 
carriers,  depending  on  the  type  of  food  commodities  being  shipped. 
However,  at  times,  tankers  may  be  used  to  transport  bulk  grains, 
such  as  feed  wheat  or  corn.  In  order  to  meet  cargo  preference 
requirements.   I  will  discuss  this  Issue  In  more  detail  later. 

In  addition  to  the  different  kinds  of  vessels,  there  are  also 
different  kinds  of  shipping  services  provided  by  the  vessel  owners. 
I.e.,  charter,  liner,  and  tramp  services.   Charter  service  Involves 
the  chartering  of  an  entire  ship  (or  ships,  depending  on  the  cargo 
tonnage)  to  transport  commodities  from  point  A  to  point  B.   Bulk 
carriers  and  tankers  are  frequently  chartered.   Liner  service 
provides  a  regular  route  between  several  U.S.  or  overseas  ports. 
Intermodal  carriers  and  general  cargo  ships  are  frequently  used  In 
providing  liner  service.   Tramp  service  refers  to  ships — usually 
general  cargo  ships — that  transport  cargo  from  port  to  port  but  are 
neither  chartered  nor  provide  a  liner  service.   Rather,  they 
establish  their  routes  as  they  acquire  customers,  seeking  to  take 
advantage  of  whatever  shipping  opportunities  they  can  capitalize 
upon. 
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It  is  generally  more  expensive  to  ship  cargo  on  U.S. -flagged 
vessels  than  on  foreign- flagged  vessels  because  U.S. -flagged 
vessels  have  higher  capital  and  operating  costs.   To  the  extent 
that  U.S. -flagged  vessels  are  used  to  meet  cargo  preference 
requirements,  the  government  Is,  In  effect,  subsidizing  the  U.S. 
shipping  companies.^ 


FOOD  ASSISTANCE  TO  RUSSIA 

In  December  1990,  the  Bush  administration  decided  to  provide  the 
former  Soviet  Union  with  $1  billion  in  credit  guarantees  so  that 
the  Soviet  Union  could  buy  U.S.  agricultural  commodities  on  credit 
terms.   This  assistance  was  provided  under  the  Export  Credit 
Guarantee  Program  (GSM-102).* 

Since  December  1990,  approximately  $6  billion  in  GSM-102  credit 
guarantees  have  been  made  available  to  the  former  Soviet  Union  and 
its  successor  states,  including  Russia.   Following  the  dissolution 
of  the  Soviet  Union,  Russia  assumed  principal  responsibility  for 


^Government  subsidies  to  the  U.S.  maritime  Industry  have  also 
included  construction/reconstruction  subsidies  and  operating  cost 
subsidies.   According  to  MARAD,  these  subsidies  have  amounted  to 
almost  $13  billion  since  fiscal  year  1936. 

•under  this  program,  financial  institutions  In  the  United  States 
finance  U.S.  agricultural  commodity  sales  to  foreign  countries 
for  up  to  3  years.   If  the  foreign  country  defaults  on  the 
repayments,  the  U.S.  government  repays  the  financial  institution. 
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repaying  the  former  Soviet  Union's  debt.   Beginning  in  late 
November  1992,  Russia  started  to  default  on  its  GSM- 102  repayments 
and  has  since  been  suspended  from  the  program. 

The  new  Secretary  of  Agriculture  said  in  February  1993  that  USDA 
considers  Russia  to  be  a  very  important  market  and  indicated  that 
the  issue  of  how  to  continue  grain  sales  was  being  examined  by  the 
administration.   On  April  4,  1993,  the  White  House  Press  Secretary 
released  a  fact  sheet  announcing  the  availability  of  $700  million 
in  agricultural  credits  to  Russia  under  FPP. 

Since  this  announcement,  there  has  been  considerable  discussion  in 
the  press  about  the  portion  of  the  $700  million  that  will  be 
necessary  for  financing  the  transportation  of  the  commodities  to 
Russia.   On  May  3,  1993,  the  Secretary  of  Agriculture  announced  the 
commodity  and  transportation  details  of  the  $7D0-milllon  aid 
package.  His  announcement  said  that  the  cranmodity  portion  of  the 
package  totals  $500  million,  and  the  transportation  portion  is 
••tiaated  at  $200  million.  The  announcement  also  cited  the 
Secretary  as  saying  that  the  U.S.  cargo  preference  requirements 
will  apply  and  that  the  transportation  costs  will  be  shared  between 
the  United  States  and  Russia. 

Based  on  a  review  of  USDA  documents  and  discussions  with  USDA 
officials,  we  determined  that  the  $700-mlllion  food  aid  package 
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actually  appears  to  be  a  $600-million  aid  package  that  breaks  down 
as  follows: 


$428.5  million:   FPP  credits  for  Russia  to  use  in 

purchasing  various  U.S.  agricultural 
conunodities  including  corn,  soybean 
meal,  wheat,  butter,  vegetable  oil, 
peanuts,  poultry,  rice,  and  sugar.* 

$  71.5  million:   U.S.  agricultural  commodity  donations 
to  Russia  that  will  include  butter 
and  wheat  provided  under  FPP  and 
section  416  of  the  Agricultural  Act 
of  1949. 

$100.0  million:   To  be  used  by  the  United  States  to 
pay  the  commodity  transportation 
costs  not  being  paid  by  Russia. 


According  to  a  USDA  official,  when  negotiating  the  details  of  the 
package,  the  Russians  agreed  to  pay  $100  million  of  the 
transportation  costs  up  front.   This  amount  represents  the 
estimated  cost  of  transporting  the  commodities  provided  under  FPP  . 
at  foreign- flagged- vessel  rates.   The  remainder  of  the 
transportation  costs,  another  estimated  $100  million,  will  be  paid 
by  the  United  States  and  will  cover  the  ocean  freight  differential 
costs  (OFD),  as  well  as  the  full  transportation  cost  for  shipments 
made  under  section  416  of  the  Agricultural  Act  of  1949.  (OFD  is  the 
added  cost  of  using  U.S. -flagged  vessels  rather  than  lower-cost 
foreign-flagged  vessels.) 


*The  announced  credit  terms  include  a  15-year  repayment  period. 
Only  interest  payments,  at  3  percent,  are  due  the  first  7  years; 
Interest  and  principal  payments  are  due  the  last  8  years,  with 
interest  raised  to  4  percent. 
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SUMMARY  OF  GAP'S  1990  CARGO  PREFERENCE  REPORT  AND  UPDATED 
INFORMATION 


In  our  1990  report  on  cargo  preference,  we  discussed  the  Impact 
that  cargo  preference  requirements  were  having  on  U.S.  food  aid 
programs.   We  determined,  at  that  time,  that  the  additional  cost  of 
using  U.S. -flagged  ships  to  carry  food  aid  cargo  was  declining  and 
represented  about  10  percent  of  the  food  aid  expenditures.   There 
is  some  evidence  that  since  then  the  additional  cost  of  using  U.S.- 
f lagged  ships  has  increased. 

We  reported  that  commodity  transportation  costs — including  the 
additional  cost  of  using  U.S. -flagged  vessels — were  included  in  the 
amounts  made  available  for  food  aid.   We  found  that  this  situation 
still  exists.   We  also  reported  that  the  increase  in  cargo 
preference  requirements  from  50  percent  to  75  percent  for  shipments 
of  food  aid  cargo  may  have  resulted  in  poorer  service  by  U.S.- 
f lagged  vessels.^"  In  updating  this  information,  we  were  told  by 
government  and  private  sector  officials  responsible  for  exporting 
official  food  aid  that  poor  service  is  still  generally  provided  by 


^''Government  and  private  sector  officials  responsible  for 
exporting  official  food  aid  had  told  us  that  U.S. -flagged 
shipping  companies,  in  general,  provide  poor  service,  e.g., 
arrive  at  the  loading  port  later  than  promised.   They  attributed 
the  poor  service  to  shipping  companies  viewing  preference  cargo 
as  "captured  cargo,"  free  of  competition  from  foreign-flagged 
shipping  companies,  and  available  for  loading  at  the  U.S. -flagged 
shipping  companies  convenience.   They  believed  that  the  increase 
to  75  percent  exacerbated  the  problem. 
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U.S. -flagged  shipping  companies,  especially  one  of  two  major  U.S.- 
f lagged  liner  services. 

Our  report  also  discussed  the  Impact  that  cargo  preference 
requirements  were  having  on  the  U.S.  merchant  marine.   We  reported 
that  despite  cargo  preference  requirements,  between  1979  and  1989 
the  numbers  of  U.S. -flagged  vessels  and  U.S.  merchant  marine 
personnel  dropped.   Also  during  that  period,  the  cargo  tonnage- 
carrying  capacity  of  active  U.S. -flagged  vessels  dropped. 

While  the  cargo-carrying  capacity  of  the  active  fleet  dropped,  the 
cargo-carrying  capacity  of  the  inactive  fleet  increased,  due 
largely  to  the  additional  intermodal  and  tanker  ships  placed  in 
Inactive  status  between  1979  and  1989.  When  both  the  active  and 
Inactive  fleet  are  considered,  cargo  tonnage-carrying  capacity 
actually  increased  slightly  during  the  10-year  period. 

I  would  now  like  to  provide  some  of  the  details  of  our  1990  report, 
as  well  as  the  updated  information  we  have  been  able  to  obtain  thus 
far. 

ocean  Freight  Differentials 

In  our  1990  report,  we  said  that  between  1981  and  1989  the  average 
OFD  for  shipping  food  aid  decreased  by  more  than  50  percent.  The 
decrease  in  OFD  was  from  an  average  of  about  $56  per  metric  ton 
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(mt)  in  calendar  year  1981  to  an  average  of  almost  $25/mt  in  cargo 
preference  year  (CPY)  1988/1989." 

There  were  two  main  reasons  for  the  decrease  in  OFD.   First,  USDA 
changed  the  way  in  which  it  applied  cargo  preference  requirements, 
thus  providing  more  flexibility  in  determining  when  to  use  and  when 
not  to  use  U.S. -flagged  vessels.   For  example,  when  the  50-percent 
cargo  preference  requirement  existed,  USDA  would  apply  the 
requirement  to  each  commodity  purchase  authorization  associated 
with  providing  food  aid  to  a  specific  country  under  the  Public  Law- 
480  title  I  progreun.   After  the  cargo  preference  requirement  was 
increased,  USDA  began  applying  the  requirement  on  a  nationwide  and 
annual  basis.   This  change  in  application  permits  USDA  more 
flexibility  in  scheduling  more  cargo  on  U.S. -flagged  vessels  when 
the  U.S.  rates  are  low,  and  more  cargo  on  foreign- flagged  vessels 
when  the  U.S.  rates  are  high.   The  second  reason  for  the  decrease 
in  OFD  was  that  the  newer  U.S. -flagged  vessels  became  generally 
larger,  more  fuel  efficient,  and  less  labor  intensive. 

According  to  data  reported  by  the  Congressional  Research  Service, 
the  average  OFD  for  Public  Law-480  title  I/III  cargo  decreased 
further,  to  about  $17/mt,  in  CPY  1989/1990  but  rose  to  about  $20/mt 


^*The  cargo  preference  year  became  effective  in  1986  and  runs 
from  April  1  of  one  year  to  March  31  of  the  next  year.   The 
average  differential  costs  are  based  on  shipments  of  food  aid 
provided  under  titles  I  and  III  of  the  Agriculture  Trade  and 
Development  Act  of  1954,  as  amended. 
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in  CPY  1990/1991."  According  to  a  USDA  official,  OFD  has  since 
risen  further.   Data  we  obtained  on  shipments  of  fiscal  year  1992 
Public  Law-480  title  I  cargo  indicate  that  the  average  OFD  was 
about  $28/int. 

A  USDA  official  told  us  that  OFD;;  tend  to  fluctuate  up  or  down 
depending,  in  part,  upon  the  commodities  destinations  and  the 
tonnage  being  shipped.   The  official  gave  two  reasons  that  could 
explain  the  increase  in  average  OFD: 


— Higher  OFDs  per  ton  are  associated  with  smaller 
shipments.   Last  year,  a  country  that  normally  makes 
extensive  purchases  of  wheat  under  the  Public  Law-480  title 
I  program  significantly  reduced  its  purchases.   As  a 
result,  the  average  size  of  commodity  shipments  were 
smaller,  which  resulted  in  higher  OFDs. 


— Some  of  the  larger,  more  efficient  U.S.-flagged  vessels 
were  taken  out  of  service  last  year  due  to  bankruptcies. 


Identifying  Cargo  Preference  Costs  in  Food  Aid  Budgets 

Officials  representing  agricultural  interests  told  us  that  the 
dollar  amounts  of  food  aid  provided  by  the  Congress  are  misleading 
because  those  amounts  must  cover  transportation  as  well  as 


"See  Cargo  Preference  and  Agriculture.  Congressional  Research 
Service,  92-64  ENR  (Washington,  D.C.:  Jan.  10,  1992). 
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commodity  costs."  Therefore,  they  believe  that  the  additional 
costs  of  shipping  food  aid  on  U.S. -flagged  rather  than  foreign- 
flagged  vessels  result  In  less  funding  being  made  available  for 
food.   Officials  representing  maritime  Interests,  on  the  other 
hand,  believe  that  exempting  food  aid  from  the  cargo  preference 
requirements  would  not  necessarily  mean  that  savings  In  shipping 
costs  would  be  used  for  acquiring  additional  food,  but  that  food 
aid  appropriations  would  be  reduced  accordingly. 

A  USDA  official  suggested  replacing  cargo  preference  requirements 
with  an  additional  direct  subsidy  to  compensate  the  maritime 
Industry."  Another  alternative  would  be  to  provide  for  the  added 
costs  of  cargo  preference  requirements  by  establishing  a  separate 
budget  line  item  in  the  responsible  agency's  budget.   We  noted  that 
OFD  estimates  for  USDA  were  included  in  the  President's  fiscal  year 
1994  budget  and  that  a  schedule  Identifying  cargo  preference 
program  costs  for  all  relevant  agencies  was  included  in  the 
President's  fiscal  years  1993  and  1994  budgets  for  MARAD.   (See 
app .  II.) 


"The  U.S.  government  pays  the  OFD  portion  of  the  transportation 
cost  under  title  I  of  the  Public  Law-480  program.   The  government 
pays  all  of  the  transportation  cost  under  titles  II  and  III  of 
the  Public  Law-480  program  and  under  section  416  of  the 
Agricultural  Act  of  1949. 


"See  footnote  7. 
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Timeliness  Problems  in  Lifting  Cargo 

We  reported  in  1990  that  private  voluntary  organizations  (PVO), 
which  help  the  U.S.  Agency  for  International  Development  (AID) 
administer  the  Public  Law-480  title  II  food  aid  progreun,  believe 
that  the  increase  in  cargo  preference  requirements  from  50  to  75 
percent  resulted  in  less  timely  "lifting"  of  commodities.   Lifting 
of  commodities  refers  to  when  a  ship  arrives  at  port  and  begins 
loading  the  commodities.  Officials  from  the  PVOs  and  USDA  have 
different  standards  for  measuring  timely  lifting.   A  ship  that 
arrives  within  30  days  of  schedule  is  not  considered  late  by  USDA. 
The  standard  applied  by  the  PVOs  is  14  days.   Using  either 
standard,  the  PVO  officials  believe  that  the  percentage  of  late 
lifting  had  increased. 

USDA  officials  responsible  for  administering  the  Public  Law-480 
title  I  commodities  also  complained  about  less  timely  lifting 
following  the  increase  in  cargo  preference  requirements  for  food 
aid.   However,  PVO  officials  voiced  concern  about  lateness  more 
often  than  the  USDA  officials.  One  explanation  may  be  that  Public 
Law-480  title  II  shipments  are  generally  made  on  Intermodal  vessels 
providing  liner  service.  Since  liner  service  vessels  follow 
preestablished  routes,  making  stops  at  many  ports,  a  delay 
experienced  at  any  one  port  can  have  a  ripple  effect  and  delay 
arrivals/departures  at  other  ports.  On  the  other  hand.  Public  Law- 
480  title  I  shipments  are  generally  made  on  bulk-carrying  vessels 
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that  ar«  chart«r«d  to  voyag*  from  point  A  to  point  B,  and,  unlika 
tha  llnar  sarvica  vaaaals,  ara  not  auacaptibla  to  dalaya  that  can 
rasult  from  atopplng  In  othar  porta  an  routa. 

ii««i  of  Tankara  to  Tranaoort  Public  Law-480  Titla  I  Food  Aid 

Earliar,  Z  atatad  that  tankara  ara  aomatimaa  uaad  to  tranaport  food 
aid  cargo.  Thay  ara  uaad  to  carry  bulk  graina,  moatly  com  and 
whaat.  According  to  USDA  officlala,  ahipping  com  on  tankara  laada 
to  exceaaiva  kernel  breakage.  They  alao  said  that  the  grain 
loading/unloading  processea  are  inefficient.  The  officials  aaid 
that  whenever  oil  shipments  are  down,  U.S. -flagged  carriers  make 
their  tankers  available  for  carrying  preference  cargo  under  the 
Public  Law-480  title  Z  program.  The  officials  told  us  that  until 
recently,  USDA  felt  compelled  to  allow  the  uae  of  tankera  when  the 
rates  were  competitive  and  the  need  to  meet  cargo  preference 
requirements  dictated  that  a  U.S. -flagged  vessel  be  used. 

Recently,  however,  USDA  oiade  a  policy  deciaion  to  permit  the 
purchasing  foreign  country  to  exclude  tankers  from  carrying  the 
current  1992  crop  of  com  shipped  under  the  U.S.  food  aid 
programs."  USDA's  decision  was  based  on  the  percentage  of 


"According  to  USDA  officials,  the  current  1992  corn  crop  is 
especially  susceptible  to  breakage.   It  was  aubject  to  excessive 
rainfall  and  contained  a  higher-than-normal  moisture  level  when 
harvested.  The  crop  has  been  artificially  dried  at  high 
temperatures  and  is  very  brittle. 
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breakage  resulting  from  the  use  of  tankers.   According  to  USDA 
officials,  the  normal  breakage  In  transporting  corn  on  bulk 
carriers  is  2.5  percent  to  3.5  percent.   But  when  transporting  corn 
on  tankers,  the  percentage  of  breakage  jumps  to  between  15  percent 
and  20  percent. 

USDA  officials  explained  that  the  configuration  of  tanker  vessels 
is  such  that  a  very  high  percentage  of  kernel-to-steel  contact 
occurs  when  loading  and  unloading,  which  results  in  the  high 
percentage  of  breakage.   The  high  percentage  of  breakage,  in  turn, 
leads  to  increased  instances  of  insect  infestation,  mold,  and  other 
damage . 

USDA  officials  also  stated  that  the  loading  and  unloading  of  grain 
to  or  from  tankers  is  less  efficient  than  loading/unloading  bulk 
carriers.   Furthermore,  unloading  a  tanker  at  a  developing 
countzy's  port  can  be  a  problem  because  appropriate  equipment  for 
unloading  the  grain  may  not  be  readily  available.   Also,  the  tanker 
may  be  too  large  to  enter  the  foreign  port  and  may  have  to 
discharge  its  cargo  to  smaller  vessels  while  at  sea,  further 
increasing  the  percentage  of  breakage.  According  to  USDA 
officials,  the  use  of  tankers  to  transport  food  commodities  would 
not  be  tolerated  by  the  exporter  or  Importer  under  normal  trade 
circumstances . 
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Maritime  interests  disagree  with  USDA's  views  on  this  matter.   In 
letters  sent  to  MARAD,  shipping  companies  claimed  that  their 
extensive  experience  in  operating  both  bulk  carriers  and  tankers 
shows  USDA's  technical  analysis  was  incorrect.   In  our  ongoing  work 
we  plan  to  further  examine  these  conflicting  views. 

Unavailability  of  U.S. -flagged  ShiDDlno  Service  on  the  West  Coast 

A  USDA  official  told  us  that  U.S. -flagged  shipping  services  from 
West  Coast  ports  of  the  United  States  is  virtually  unavailable. 
The  USDA  official  said  that  the  absence  of  U.S. -flagged  shipping 
services  from  West  Coast  ports  presents  a  problem  in  the  case  of 
selling  western  white  wheat  under  the  Public  Law-480  title  I 
program.   According  to  the  official,  when  USDA  solicits  bids  for 
providing  wheat  under  Public  Law-480  title  I,  USDA  must  consider 
the  lowest  landed  cost  in  awarding  the  contract.   Lowest  landed 
cost  is  the  combination  of  commodity  cost  and  transportation  cost 
that  results  in  the  lowest  total  cost  incurred  in  purchasing  and 
delivering  the  commodity  to  the  foreign  port.   Furthermore,  USDA 
cannot  discriminate  between  specific  types  of  wheat  when 
considering  bids.   The  USDA  official  indicated  that  the  additional 
cost  of  transporting  western  white  wheat  to  a  non-West  Coast  port, 
in  most  cases,  makes  the  bid  non-competitive. 

The  official  said  that  one  of  the  objectives  of  the  Public  Law-480 
title  I  program  is  to  develop  markets,  but  that  it  is  difficult  to 
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develop  a  market  when  the  commodity  a  customer  wants  cannot  be 
supplied.   He  stated  that  when  a  customer  tries  to  purchase  western 
white  wheat  under  the  Public  Law  480  title  I  progreun,  USDA 
encourages  the  purchaser  to  accept  other  types  of  wheat  instead — 
wheat  that  can  be  shipped  from  ports  that  are  serviced  by  U.S.- 
f lagged  vessels. 

Impact  on  the  U.S.  Merchant  Marine 

We  reported  that  between  1980  and  1987,  the  amount  of  government 
cargo  transported  on  U.S. -flagged  vessels  increased  by  67  percent — 
from  12.6  million  metric  tons  (mmt)  to  21  mmts.   (The  food  aid 
portion  of  that  cargo  doubled  from  3  mmts  in  1980  to  6  nmts  in 
1987.) 

Despite  the  increase  in  government  cargo  transported  on  U.S.- 
f lagged  vessels,  between  1979  and  1989  the  number  of  U.S. -flagged 
vessels  decreased  by  24  percent,  and  the  number  of  merchant  marine 
personnel  decreased  by  about  31  percent.  Active  U.S. -flag  shipping 
capacity  decreased  6.5  percent. 

Part  of  the  reason  why  the  numbers  of  U.S. -flagged  vessels  and 
personnel  decreased  was  because  newer,  larger  ships  were  being 
constructed  and  flagged,  and  the  required  size  of  the  crews 
necessary  to  operate  the  new  ships  was  reduced.  The  new  ships  also 
required  smaller  numbers  of  support  personnel  to  load  and  maintain 
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them.   The  larger  cargo  capacities  of  the  new  ships  help  account 
for  the  limited  decrease  of  active  shipping  capacity. 

We  obtained  updated  information  from  MARAD  on  the  numbers  of  ships 
and  personnel  under  U.S.  flag  and  found  that  the  decline  in  the 
numbers  of  U.S. -flagged  vessels  is  continuing.   In  1989,  the  number 
of  active  and  inactive  U.S. -flagged  vessels  totaled  661.   As  of  the 
end  of  fiscal  year  1991,  the  number  of  active  and  inactive  U.S.- 
f lagged  vessels  totaled  621,  a  6-percent  decrease  from  1989. 

Average  monthly  employment  of  U.S.  merchant  marine  personnel, 
however,  has  Increased  slightly  since  1989,  from  about  133,000  to 
about  137,000  in  1991.   The  increase  may  be  explained  partly  by  the 
maritime  activity  associated  with  Operation  Desert  Shield/Desert 
Storm. 

MARAD  does  not  yet  have  final  1992  data  for  the  size  of  either  the 
U.S. -flagged  fleet  or  merchant  marine  personnel. 


THE  U.S.  EXPERIENCE  WITH  THE  U.S.  MERCHANT  MARINE  DURING  DESERT 
SHIELD/DESERT  STORM 


One  of  the  main  objectives  of  cargo  preference  laws  is  to  help 
maintain  a  viable  and  responsive  merchant  marine  capability  for  use 
in  time  of  national  emergencies.   Therefore,  for  this  hearing,  we 
obtained  data  concerning  the  U.S.  experience  in  shipping  cargo 
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during  the  1990-1991  Operation  Desert  Shield/Desert  Storm  to 
determine  the  extent  to  which  U.S. -flagged  ships  were  available  and 
used. 

We  reported  in  May  1991  that  after  the  invasion  of  Kuwait  by  Iraq — 
in  early  August  1990--the  U.S.  Transportation  Command  notified  the 
Military  Sealift  Command  (MSC)  of  urgent  shipping  requirements.^' 
The  existing  charter  and  liner  service  agreements  that  MSC  had  with 
U.S. -flagged  carriers  were  insufficient  to  handle  the  urgent 
requirements,  and  MSC  began  chartering  additional  vessels  that  were 
largely  foreign-flagged  vessels.   The  newly  chartered  vessels 
transported  military  supplies,  eunmunitlon,  and  unit  equipment  to 
the  Middle  East  from  U.S.  and  European  ports.   These  vessels  were 
needed  in  the  initial  stages  of  Desert  Shield. 

Of  the  206  vessels  MSC  chartered  between  August  10,  1990,  and 
January  18,  1991  (the  approximate  dates  of  Desert  Shield),  177  (or 
86  percent)  of  them  were  foreign-flagged  vessels.   According  to 
MARAD,  the  U.S.  had  near  unanimous  support  overseas  for  what  was  a 
relatively  popular  effort,  which  meant  that  foreign- flagged  vessels 
and  crews  were  readily  available. 

The  services  of  most  of  the  available  U.S. -flagged  vessels  were 
contracted  with  MSC  during  that  period.   According  to  a  MSC 


"See  Navy  Contracting;  Military  Sealift  Command  Contracts  for 
Operation  Desert  Shield  (GAO/NSIAD-9 1-198,  May  14,  1991). 
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official,  those  U.S. -flagged  vessels  that  were  not  under  contract 
with  MSC  were  unavailable  because  the  vessel  owners  were  not 
willing  to  abandon  their  regular  commercial  trade  for  the  temporary 
needs  of  the  military.   This  situation  was  confirmed  by  one 
Instance  that  we  reported  In  our  May  1991  report.   We  stated  that 
in  Der:efflber  1990  there  was  a  requirement  to  charter  a  U.S. -flagged 
ship  for  security  reasons.   MSC  had  Identified  three  potential 
suppliers  who  had  an  acceptable  ship  available.   However,  two  of 
the  three  suppliers  expressed  no  interest  in  the  proposed  charter, 
and  MSC  negotiated  the  charter  with  the  other  supplier.   According 
to  a  MSC  official,  the  two  suppliers  who  were  not  interested  did 
not  want  to  give  up  their  regular  trade  service. 

Cargo  delivered  by  foreign-flagged  vessels  by  January  16,  1991  (2 
days  before  the  official  end  of  Desert  Shield),  accounted  for 
approximately  one- fourth,  or  27  percent,  of  the  total  U.S.  dry 
cargo  shipped. ^^  According  to  a  MSC  official,  the  relatively  low 
percentage  of  cargo  carried  by  foreign-flagged  vessels  was  due  to 
the  fact  that  the  foreign- flagged  vessels  were  generally  small- 
sized  ones  used  for  just  one  voyage,  whereas  the  U.S. -flagged 
vessels  were  generally  larger  and  used  for  multiple  voyages. 


"According  to  a  MSC  official,  when  examining  cargo  preference 
statistics  for  Desert  Shield/Desert  Storm,  only  dry  cargo  was 
considered.   Most  of  the  nondry  cargoes,  e.g.,  petroleum,  oil, 
and  lubricants,  were  supplied  by  U.S.  allied  countries  In  the 
Middle  East. 
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One  type  of  vessel  for  which  a  shortage  was  Identified  as  a  result 
of  the  Persian  Gulf  War  Is  ROROs.   During  the  war  MSC  chartered  all 
ROROs  that  were  available.   According  to  MSC  data,  services  of  55 
ROROs  were  contracted.   Forty-six  of  them  were  foreign-flagged,  and 
9  of  them  were  U.S. -flagged.   ROROs  are  not  a  type  of  vessel  that 
would  normally  be  used  to  transport  food  exports,  and  as  a  result, 
cargo  preference  requirements  applied  to  food  exports  would  not 
normally  be  expected  to  help  meet  this  need. 

In  January  1992,  DOD  released  a  report  outlining  a  plan  to  Increase 
mobility  capabilities  over  the  next  several  years.   The  fast 
seallft  portion  of  the  plan  calls  for  the  acquisition  of 
approximately  20  very  large  RORO  ships.   The  plan  also  directs 
MARAD  to  purchase  up  to  19  more  RORO  ships  for  Its  ready  reserve 
force.   According  to  DOD,  these  acquisitions  are  necessary  because 
available  U.S.  and  foreign-flagged  ROROs  cannot  meet  all  of  the 
plan's  proposed  cargo  and  timeliness  requirements. 


Mr.  Chairman  and  Members  of  the  Subcommittee,  this  completes  my 
prepared  statement.   I  would  be  happy  to  try  to  answer  any 
questions  you  might  have. 

21 


187 

APPENDIX  Z  APPENDIX  I 

DEFINITION  OF  U.S.-FLAGCED  VESSEL 

According  to  section  3  of  title  1,  United  States  Code,  the  word 
"vessel"  includes  every  description  of  watercraft  or  other 
artificial  contrivance  ased,  or  capable  of  being  used,  as  a  neans 
of  transportation  on  water.  To  become  a  U.S. -flagged  vessel,  the 
vessel  must  be  measured,  documented,  and  registered  in  the  United 
States . 

Vessels  that  have  been  measured  in  the  United  States,  are  of  at 
least  5  net  tons,  and  not  registered  under  the  laws  of  a  foreign 
country  are  eligible  for  documentation  if  the  vessel  is  owned  by 

1.  an  individual  who  is  a  citizen  of  the  United  States; 

2.  an  association,  trust,  joint  venture,  or  other  entity 


a.  all  of  whose  members  are  citizens  of  the  United  States, 
and 

b.  that  is  capable  of  holding  title  to  a  vessel  under  the 
laws  of  the  United  States  or  of  a  state; 


3.  a  partnership  whose  general  partners  are  citizens  of  the 
United  States  and  the  controlling  interest  in  the  partnership  is 
owned  by  citizens  of  the  United  States; 
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4.  a  corporation  established  under  the  laws  of  the  United  States 
or  of  a  state,  whose  president  or  other  chief  executive  officer 
and  chairman  of  its  board  of  directors  are  citizens  of  the  United 
States  and  no  more  of  its  directors  are  noncltizens  than  a 
minority  of  the  number  necessary  to  constitute  a  quorum; 

5.  the  U.S.  government,  or 

6.  the  government  of  a  state. 

Vessels  eligible  for  documentation  may  be  issued  a  certificate  of 
documentation  by  the  Secretary  of  Transportation.   The 
certificate  of  documentation  identifies  and  describes  the  vessel; 
identifies  the  owner  of  the  vessel;  and  contains  any  additional 
information  prescribed  by  the  Secretary  of  Transportation. 

Once  documented,  vessels  can  be  registered  with  the  Secretary  of 
Transportation  as  U.S. -flagged  vessels  and  may  engage  in  foreign 
trade  or  trade  with  Guam,  American  Samoa,  Wake  Island,  Midway 
Island,  or  Kingman  Reef. 

According  to  section  901 (k)  of  the  Merchant  Marine  Act  of  1936, 
as  amended,  the  definition  of  a  U.S. -flagged  vessel  eligible  to 
carry  preference  cargoes  is  as  follows: 
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..a  vessel,  as  defined  In  section  3  of  title  1,  United  States 
Code,  that  is  necessary  for  national  security  purposes  and,  if 
more  than  25  years  old,  is  within  five  years  of  having  been 
substantially  rebuilt  and  certified  by  the  Secretary  of 
Transportation  as  having  a  useful  life  of  at  least  five  years 
after  that  rebuilding. 


If  the  vessel  is  privately  owned  and  was  either  (1)  built  or 
rebuilt  outside  the  United  States,  or  (2)  documented  under  any 
foreign  registry,  then  it  must  be  documented  under  the  laws  of 
the  United  States  for  a  period  of  3  years  before  it  is  eligible 
to  carry  preference  cargo. ^ 


^Exceptions  to  the  3-year  documentation  period  for  foreign-built 
or  -rebuilt  vessels  have  been  allowed  In  the  past  by  legislation. 
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U.S.  AGENCIES'  CARGO  PREFERENCE  PROGRAM  COSTS.  FISCAL  YEARS  1991-94 
Dollars  in  millions 


Agency 

1991 

1992 

1993  (est.) 

1994  (est.) 

Department 
of  Defense 

$919* 

$343" 

$J67 

$395  j 

Department 

of 

Agriculture 

111 

117 

135 

106   1 

Maritime 
Adminis- 
f  tration 

34 

51 

51 

50 

1  U.S. 
Export - 
Import  Bank 

23 

25 

27 

30 

1  Agency  for 

Inter- 
1  national 
1  Development 

12 

13 

15 

17 

1  Department 
of  State 

c 

e 

e 

e 

1  Total 

$1,099 

$549 

$595 

$598 

This  amount  includes  $588  million  related  to  1990-91  Gulf  War 
shipments . 

This  amount  includes  $30  million  related  to  1990-91  Gulf  War 
shipments . 

"Costs  are  estimated  to  be  less  than  $5  million. 

Source:  Budget  of  the  United  States  Government.  Fiscal  Year  1993. 
and  Budget  of  the  United  States  Government.  Fiscal  Year 
1994.  submitted  to  the  Congress  by  the  President. 


(280060) 
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OrJerim  Informatloii 

Die  fir*t  eop7  of  each  6A0  report  and  teatlmonj  Is  ft«e. 
Additional  eopie*  are  $2  each.  Order*  ahonld  be  sent  to  the 
foDowlag  addreaa,  aecompanled  by  a  cheek  or  money  <»der 
made  oat  to  the  Siq>ezlntendent  of  Doenmenta,  when 
neceasarjuOrderi  for  100  or  more  eopiea  to  be  mailed  to  a 
ain^e  address  are  discounted  ZS  pereenC 

Orders  by  mail: 

VJS.  General  Accounting  OtDce 
P.O.  Box  6015 
GaitiiersbarK,  MD  208S4-6016 

or  visit: 

Room  1000 

700  4tii  St.  NW  (comer  of  4th  and  6  Sta.  NW) 
VS.  General  Accounting  OCDce 
Washington,  DC 

Orders  may  also  be  placed  by  eamng  (202)  S12-6000 
or  by  nsing  £az  number  (801)  25ft-4066. 
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North  American  Export  Grain 
Association  Incorporated 


PREPARED  STATEKEMT  OF  8TBVSV  K.   MoCOT 

PRB8IDEHT 

NORTE  AKERZCAH  EXPORT  ORAIV  A880CXATI0V 

bafor*  th« 
SUBCOMHITTBE  OH  70REI6H  AORICin.T0RE  AHD  HUHOER 

HOUSE  AGRZCOLTURE  COMKITTBB 

J11B*  17,  1993 

Mr.  Chairman,  it  is  a  pleasure  to  appear  before  the 
subcommittee  today  on  the  important  issue  of  cargo  preference  and 
its  impact  on  U.S.  food  assistance  programs  to  Russia. 

I  am  Steve  McCoy,  President  of  the  North  American  Export  Grain 
Association  (NAEGA) ,  the  national  association  of  U.S.  grain  and 
oilseeds  exporting  companies  and  cooperatives. 

I  appreciate  your  kind  invitation  to  testify  at  today's 
hearing.  NAEGA  is  not,  as  you  know,  a  supporter  of  the  cargo 
preference  regime.  We  believe  that  cargo  preference  undercuts  U.S. 
agricultural  competitiveness;  that,  as  presently  administered,  it 
is  unreasonable  and  unfair;  and  most  importantly,  that  cargo 
preference  diminishes  U.S.  capabilities  to  feed  the  world's  needy 
and  poor. 

We  pleased  that  your  Subcommittee  has  expressed  its  interest 
in  being  more  greatly  involved  in  the  cargo  preference  debate.  We 
believe  you  can  make  an  important  contribution  and  urge  you  to  tadce 
such  actions  as  your  jurisdiction  will  allow  to  protect  U.S. 
agriculture  and  aid  recipient  countries  from  the  constant  predation 
and  injustice  to  which  cargo  preference  subjects  them.  I  will 
summarize  my  comments. 

Controversy 

We  have,  like  you,  in  recent  weeks,  participated  in  some 
aspects  of  the  latest  cargo  preference  controversy — this  time  with 
respect  to  food  assistance  to  Russia.  It  is  a  controversy  we  see 
too  often  in  Washington,  D.C.  It  could  easily  be  about  foreign 
assistance  to  any  other  country  of  the  world. 

All  of  the  elements  of  the  classic  cargo  preference 
confrontation  are  present: 

•  a  country  (in  this  instance,  Russia)  in  need  of  U.S. 

foodstuffs,  frustrated  and  delayed  in  its  receipt  of  U.S. 
assistance  by  debate  regarding  the  terms  and  cost  of  high 
price  U.S.  flag  shipping; 
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•  aligned  with  that  country,  U.S.  agricultural,  foreign 
policy  and  humanitarian  constituencies,  who  see  their 
principal  objective  in  food  aid  as  maximizing  commodity 
deliveries  to  food  aid  recipient  countries; 

•  opposing  these  interests,  the  U.S.  merchant  marine  and 
Maritime  Administration  (MarAd) ,  insisting  on  their  claim 
to  food  aid  cargoes  and  food  aid  funds  (as  promised  to  them 
by  law);  defensive  about  the  high  cost  of  U.S.  shipping,  but 
unmoved  by  it  to  propose,  or  support,  meaningful  reforms  of 
the  current  system;  unmoved  also,  by  priorities  of  other 
agencies  of  the  U.S.  government  and  the  recipient  country 
itself. 

Lessons  of  Past  and  Present 

We  have  seen  it  all  before,  and  it  has  always  ended  with  the 
same  result.  So,  too,  in  the  present  case  of  Russia.  By  agreement 
to  be  signed  next  week,  USDA  will  set  aside  at  a  minimum  $100 
million  of  the  $700  million  in  Food  for  Progress  (FFP)  funds 
pledged  by  President  Clinton  to  President  Yeltsin  in  Vancouver  (or 
20%  of  the  commodity  value  of  the  FFP)  to  pay  U.S.  shipowners  the 
difference  between  world  shipping  rates,  which  the  Russians  will 
bear,  and  steeply  higher- than-market  U.S.  flag  rates  (which,  on 
average,  will  exceed  world  rates  by  two  to  three  times) . 

The  U.S.  taxpayer  will  pay  this  $100  million  bill  (as  they  do 
the  bill  for  cargo  preference  applied  to  food  aid  generally) ,  but 
the  cost  is  not  theirs  alone.  The  Russian  government  and  people 
will  also  pay  an  indirect  cost  by  reduction  in  the  amount  of 
commodities  they  can  import. 

U.S.  flag  interests  win.  Russian  and  U.S.  agricultural, 
humanitarian  and  foreign  policy  interests  lose.  It  is  a  familiar 
refrain,  but  one,  we  believe,  that  reflects  poorly  on  the  wisdom  of 
cargo  preference  law. 

^r!r<omii^Odation 

The  present  controversy  has  prompted  efforts  to  accommodate 
disparate  interests.  For  example,  responding  to  allegations  of 
excessive  and  costly  delays  in  Russian  ports,  USDA  has  sought,  and 
achieved,  for  U.S.  flag  operators,  an  assurance  of  non- 
discrimination against  U.S.  flag  vessels  (this,  despite  the 
evidence  that  delays  in  these  ports  are  significantly  less 
burdensome  than  that  claimed  by  U.S.  flag  operators,  who  have  made 
such  claims,  in  part,  to  justify  steeply  higher  U.S.  rates) . 

Also  improving  the  current  outlook  is  a  decision  by  USDA  to 
ban  the  use  of  U.S.  tankers  in  the  carriage  of  1992  crop  corn. 
These  vessels  are  unsuitable  for  that  purpose;  and  the  waiver  of 
their  use  will  assure  better  quality  exports  to  Russia.  (See 
attached . ) 

Given   the   context,   USDA  has   done   a   skillful   job   in 
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accomnodating  letrgar  U.S.  and  Russian  interests  with  the  more 
isolated  interests  of  U.S.  flag  operators.  But,  the  iinmedlate 
problems  thereby  solved  do  not  begin  to  approach  a  solution  to  the 
wider  question.  Neither  has  the  experience  encouraged  wider 
support  for  U.S.  flag  objectives  in  the  food  aid  program. 

Differences 

At  the  heart  of  the  larger  matter  is  a  fundamental  difference 
of  opinion  and  philosophy  regarding  the  wisdom  and  effectiveness  of 
cargo  preference  law. 

Supporters  of  cargo  preference  law  believe  that  U.S.  flag 
shipping  interests  supersede  all  other  considerations  in  the 
allocation  of  scarce  resources  to  food  aid.  Indeed,  the  cargo 
preference  law  gives  them  that  confidence. 

75%  of  food  aid  cargoes,  by  law,  must  travel  on  U.S. -bottomed 
vessels  at  rates  determined  by  MarAd  to  be  "fair  and  reasonable" 
without  respect  to  prevailing  international  rates.  Availability  of 
U.S.  vessels  for  such  trades  (whether  suitable,  or  not)  is  as 
determined  by  MarAd.  This  means,  in  most  cases,  that  the  law 
serves  first  the  interests  of  U.S.  flag  operators,  and  only 
secondarily,  the  larger  U.S.  and  foreign  interest  in  food  aid. 

American  agriculture  desires  no  less  than  the  U.S.  maritime 
community  the  survival  of  an  efficient  U.S.  commercial  fleet. 
However,  we  question  that  cargo  preference  has  served  that 
objective.  Furthermore,  we  believe  that  assistance  could  be 
provided  to  the  U.S.  merchant  marine  in  ways,  such  as  by  direct 
subsidies,  better  suited  to  the  achievement  of  that  objective,  and 
at  less  political  risk  to  the  U.S.  maritime  community. 

Disincentives 

No  U.S.  commercial  bulk  agricultural  cargoes  today  travel  on 
U.S. -bottomed  vessels.  Nor  will  that  situation  change  so  long  as 
U.S.  rates  vastly  exceed  world  rates. 

Cargo  preference  provides  a  direct  disincentive  for  U.S.  bulk 
carriers  to  be  price  competitive.  Denied  price-sensitive 
commercial  markets,  U.S.  bulk  carriers  become  a  captive  of  their 
relationship  with  the  U.S.  government.  That  is  not  healthy,  and  it 
has  not  served  the  welfare  of  the  U.S.  bulk  fleet.  It  is, 
nevertheless,  the  course  of  action  that  has  been  dictated  by  the 
U.S.  flag  lobby. 

The  Future 

Nhat,  then,  of  longer  term  solutions?  How  can  the  interests 
of  the  U.S.  merchant  marine  be  reconciled  with  the  wider  interests 
involved  in  the  progreunming  of  U.S.  food  assistance  (or,  other 
interests  affected  by  the  application  of  cargo  preference) ? 

Every  U.S.  economic  interest  has  the  right,  perhaps  even  the 
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obligation,  to  promote  its  o*m  agenda.  The  U.S.  maritiae  co««unity 
has  advanced  its  agenda,  in  petrt,  through  the  mediua  of  food  aid. 
So  be  it.  But  let  the  subsidies  thereby  paid  to  the  aerchant 
marine,  be  honestly  and  openly  admitted  and  accounted  for;  let  us 
end  the  practice  whereby  assistance  to  the  U.S.  merchant  fleet  is 
clothed  as  foreign  assistance  to  Russia  or  any  other  country.  The 
costs  of  cargo  preference  must  be  brought  into  the  bright  light  of 
public  reckoning. 

We  propose  that  the  current  system  of  cargo  preference 
entitlements  be  converted  to  a  system  of  direct  subsidies  to  U.S. 
flag  operators.  Eliminate  cargo  preference.  Let  the  funds  now 
appropriated  to  USDA,  or  the  Department  of  Defense,  or  other 
agencies  (in  compliance  with  cargo  preference) ,  be  appropriated  to 
MarAd,  or  some  other  suitable  agency,  so  that  support  of  the 
merchant  marine  is  direct  and  accountable;  and  the  responsibility 
is  lodged  in  a  single  agency,  and  not,  as  present,  spread 
throughout  all  of  the  agencies  of  the  federal  government. 

We  are  aware  of  the  conventional  political  arguments  that 
oppose  such  a  change.  Nevertheless,  we  believe  strongly  that  such 
a  subsidy  program  would  be  widely  supported,  including  (with  past 
political  experience  as  our  guide)  by  the  Congress  itself. 

Such  a  subsidy  tool  in  the  hands  of  MarAd  would  provide 
greater  flexibility  to  the  program  of  support  for  U.S.  maritime. 
It  could  be  used  for  government  impelled  cargoes  only;  or  to  buy 
down  the  cost  of  U.S.  participation  in  commercial  trades,  thereby 
assuring  the  continuance  of  U.S.  flag  presence  in  the  international 
market . 

We  believe  such  a  change  is  warranted  and  necessary.  Failing 
it,  however,  we  propose  other  changes  in  the  cxurrent  cargo 
preference  system. 

To  prevent  abuse,  MarAd  should  be  instructed  to  interpret 
"fair  and  reasonable"  and  "available"  with  respect  to 
international,  and  not  solely,  U.S.  flag  market  conditions.  Some 
"cap"  must  be  placed  on  rates  above  which  the  U.S.  government  will 
not  pay.  Vessels  declared  "available"  for  the  purpose  of  receiving 
cargo  preference  support  must  be  suitable  for  the  Ccunriage  of 
commodities  or  goods  so  encvimbered.  Here,  again,  reason  must 
prevail. 

Finally,  there  should  be  equity  for  all  port  ranges  of  the 
United  States  in  the  progrcun.  The  program  should  not  operate  at 
the  convenience  only  of  U.S.  carriers.  Lowest  landed  cost  should 
continue  as  the  operating  principle. 

conclusion 

U.S.  agriculture  harbors  no  ill  will  towards  the  U.S.  merchant 
fleet.  Agricultural  groups  do  not  oppose  cargo  preference  out  of 
spite;  nor  do  they  seek  to  exclude  U.S.  participation  in  food  aid 
trades.    They  seek  only  reasonableness  and  fairness  in  the 
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inplementation  of  cargo  prsference  policy.  They  seek  the  neans  to 
maxlnlze  food  aid  to  needy  countries,  a  role  U.S.  agriculture  is 
proud  to  serve. 

Subsidies  to  the  U.S.  aerchant  nuurine — paid  fron  the  account 
of  the  nerchant  marine,  and  not  that  of  agriculture  or  foreign 
assistance — should  be  a  natter  solely  between  the  Merchant  Marine 
Coamittee  and  the  U.S.  Baritime  comniinity.  Under  such 
circvimstances,  it  would  be  of  little  interest  to  U.S.  agriculture, 
or  the  Russians,  or  any  other  food  aid  recipient  country,  how  much 
or  how  little  is  paid  to  support  the  U.S.  merchant  marine. 

We  have  a  need  to  free  American  agriculture  and  food  aid 
recipient  countries  from  the  hidden  cost  of  supporting  the  U.S. 
maritime  community.  You  may  have  at  hand  the  tools  and 
capabilities  to  get  the  job  done.   I  urge  you,  at  least,  to  try. 

Thank  you,  Mr.  Chairman. 
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STATEME^^^  of  THOMAS  L.  NOLLS 

ON  BEHALF  OF 
LIBERTY  MARrriME  CORPORATION 


BEFORE  THE  SUBCOMMITTEE  ON 
FOREIGN  AGRICULTURE  AND  HUNGER 
HOUSE  COMMITTEE  ON  AGRICULTURE 

JUNE  17,  1993 


I  am  here  today  to  present  the  views  of  Liberty  Maritime  Corporation.  We  appreciate 
and  welcome  the  opportunity  to  discuss  the  ocean  transportation  aspects  of  USDA's  and  AID's 
food  aid  programs.  Liberty,  the  largest  independent  operator  of  American-flag  dry  bulk  vessels, 
operates  five  64,000  deadweight  ton  (DWT)  dry  bulk  carriers  and  a  91,000  DWT  tanker. 
Although  Liberty,  like  most  other  American-flag  dry  bulk  curators,  vigorously  competes  in 
foreign  commercial  markets  around  the  world,  its  primary  market  is  what  is  known  as  the  U.S. 
preference  trade,  which  is  the  transportation  of  U.S.  government-impelled  cargoes  reserved  to 
American-flag  vessels  by  law,  most  notably  the  Cargo  Preference  Act  of  1954. 

RUSSIAN  FOOD  AID  PROGRAM 

Before  turning  to  the  cargo  preference  program,  its  lack  of  impact  on  U.S.  agriculture, 
problems  with  the  program  and  our  recommendations  for  improving  it,  I  would  like  to  take  this 
opportunity  to  address  ^)ecifically  the  Russian  food  aid  program,  which  has  received  a  great  deal 
of  attention  in  recent  months  from  both  the  media  and  in  Congress.  While  I  can  speak  only  for 
Liberty,  I  will  do  my  best  to  present  what  I  think  is  the  consensus  view  of  American-flag  bulk 
operators. 
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Clinton  Administration  Right  On  Cargo  Preference 

American-flag  operators  appreciate  and  support  the  Clinton  Administration's  decision  to 
adhere  to  cargo  preference  with  the  Food  for  Progress  program  for  Russia.  Just  as  the  buy- 
American  requirements  associated  with  the  U.S.  food  aid  program  for  Russia  help  support 
America's  agriculture  industry,  the  companion  ship-American  requirements  help  support 
America's  maritime  industry. 

Maritime  and  Agriculture  Must  Unite 

With  Russia's  severe  financial  difficulties  precluding  lawful  use  of  USDA  credit 
guarantees  and  other  commercially-oriented  programs,  the  American  maritime  community  hopes 
to  work  together  with  the  agricultural  community  in  support  of  providing  food  aid  subject  to 
both  buy-American  and  ship-American  requirements. 

Cargo  preference  critics  in  the  agricultural  community  should  keep  in  mind  that  the  State 
Department  and  AID  bureaucracies  have  traditionally  opposed  both  buy-American  and  ship- 
American  and  instead  advocated  unconditional  "no  strings  attached"  cash  transfer  assistance 
enabling  foreign  aid  recipients  to  buy  the  cheapest  grain  available  on  the  world  maricet  -  be  it 
from  the  European  Conununity,  Australia,  Canada,  Argentina  or,  occasionally,  the  U.S. 

In  addition,  some  foreign  officials  oppose  buy-American  just  as  much  as  ship-American 
because  both  requirements  reduce  the  amount  of  food  recipient  countries  can  purchase  ~ 
assuming  that  the  U.S.  would  provide  the  same  amount  of  aid  absent  the  two  requirements. 
According  to  the  May  2  Washington  Post,  for  example,  an  unnamed  Russian  official  complained 
that  our  food  aid  program  "would  help  American  farmers  and  shipowners  more  than  needy 
Russians. "    American-flag  operators  trust  that  hostility  to  buy- American  and  ship-American  is 
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a  minority  view  within  the  Russian  government  and  know  from  first-hand  experience  that  the 
Russian  government  and  people  are  deeply  appreciative  when  American  grain  arrives  in 
American  ships. 

American-Flag  Rates  Overstated 

While  American  flag  rates  for  Russian  cargoes  generally  are  higher  than  foreign-flag  rates 
because  of  strict  U.S.  safety,  environmental  and  labor  standards,  reports  of  American  rate 
increases  and  growing  differentials  between  American  and  foreign  rates  are  false. 

While  it  is  true  that  American-flag  rates  have  increased,  mainly  because  of  shipper 
agency-imposed  conditions  and  chaotic  conditions  in  Russian  and  other  former  Soviet  ports, 
foreign-flag  rates  have  increased  by  the  same  ptxjportion.  To  illustrate,  in  January  a  Cypriot-flag 
vessel  transported  com  to  Poland  for  $16.75  per  metric  ton  under  the  Food  for  Progress 
program.  The  commercial  rates  quoted  at  the  time  for  shipments  to  the  former  Soviet  Union 
were  comparable.  In  early  April,  in  contrast,  three  "flag-of-convenience"  vessels  transported 
com  to  Russia  for  a  weighted  average  of  $31.45  per  metric  ton  ~  almost  exactly  double  the 
January  rate. 

A  recent  tender  to  the  former  Soviet  Union,  a  61,000  ton  wheat  cargo  destined  for 
Kyrgyzstan  via  Odessa,  demonstrates  that  American  rates  are  competitive.  The  ocean  freight 
differential  between  the  lowest  foreign-flag  rate  of  $34.50  and  the  lowest  American-flag  rate  of 
$57.20  was  $19.48.  Some  of  the  foreign-flag  bids  even  exceeded  some  of  the  American-flag 
bids.  Interestingly,  the  ocean  freight  differential  with  the  Kyrgyzstan  tender  was  substantially 
less  than  what  is  often  the  differential  between  the  cost  of  more  expensive  U.S.  wheat,  delivered 
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to  Russia  by  foreign-flag  vessel,  and  European  Community  wheat,  delivered  to  Russia  by  rail, 
or  even  Argentinean  wheat,  also  delivered  foreign-flag. 

Regrettably,  cargo  preference  opponents  ignore  the  uncontroverted  facts  about  American 
rates  for  Russian  shipments,  which  we  presented  to  two  House  Appropriations  subcommittees 
on  May  5  and  a  House  Merchant  Marine  subcommittee  on  June  8,  and  prefer  to  quote  an 
isolated,  high-range  and  unaccepted  American-flag  bid  as  if  it  were  representative  of  American- 
flag  rates.  The  $138  figure  was  a  bid  -  not  a  fixed  rate  -  and  was  the  highest  of  several  widely 
varying  bids.  The  much  publicized  $138  figure  was  a  non-event  and  should  be  viewed  as  such. 

Cargo  preference  critics  also  attack,  without  any  evidence,  the  integrity  of  MarAd's  "fair 
and  reasonable  rate"  rule.  Under  this  OMB-approved  rule,  MarAd  routinely  requires  the 
American-flag  operator  that  is  the  low  bidder  in  a  competitive  procurement  to  lower  its  rate. 
Operators  must  submit  extensive  cost  and  voyage  data,  which  is  subject  to  audit  by  the  DOT 
Inspector  General.  Although  Liberty  has  noted  its  problems  with  the  current  methodology,  the 
current  methodology  is  rigorous  and  strictly  enforced. 

American-Flag  Operators  Working  to  Lower  Rates 

American-flag  operators  are  doing  their  best  to  keep  rates  for  the  Russian  food  aid 
program  as  low  as  possible.  One  reason  the  differential  between  foreign-flag  and  American-flag 
rates  is  as  high  as  it  is  today  is  the  historic  reluctance  of  shipper  agency  bureaucrats  to  introduce 
modem,  commercially-oriented  practices  to  the  various  food  aid  programs  and  to  intervene  with 
grain  suppliers  and  recipient  countries  when  problems  arise.  American-flag  operators  fully 
support  the  Clinton  Administration's  efforts  to  overcome  that  reluctance  and  modernize  food  aid 
transportation.  American-flag  operators  want  to  woiit  closely  with  Secretaries  Pena,  Espy  and 
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Christopher,  as  well  as  incoming  Maritime  Administrator  Herberger,  Deputy  Administrator  Yim 
and  other  members  of  the  Administration,  to  do  whatever  they  can  to  ensure  that  American  food 
aid  reaches  Russia  efficiently  and  economically. 

Inadequacy  of  the  U.S. -Russia  Food  Aid  Agreement 

While  American-flag  operators  are  willing  to  do  their  part  to  ensure  efficient  and 
economical  delivery  of  food  aid  to  Russia  and  are  sympathetic  to  the  problems  faced  by  the 
Russian  government  and  port  authorities  in  handling  a  massive  inflow  of  food  aid,  the  U.S. 
government  has  not  been  sufficiently  forceful  in  addressing  these  issues.  At  a  May  5  hearing 
concerning  the  Russian  food  aid  program,  numerous  members  of  the  Subcommittee  on 
Agriculture  and  the  Subcommittee  on  Commerce,  Justice,  State  and  Judiciary  of  the  House 
Committee  on  Appropriations,  most  notably  Agriculture  Subcommittee  Chairman  Durbin, 
expressed  their  concern  about  delays  and  high  costs  in  Russian  ports  and  demanded  that  the 
Administration  discuss  these  problems  directly  with  the  Russian  government. 

Following  the  hearing,  MarAd  recommended  to  USDA  and  State  that  American  vessels 
carrying  food  aid  receive  priority  berthing  and  that  the  Russians  assume  responsibility,  and 
thereby  the  risk,  for  discharging  the  American  vessels  in  Russian  ports  such  as  St.  Petersburg, 
as  well  as  ports  in  the  neighboring  rq)ublics,  such  as  Taliim  in  Estonia  and  Odessa  in  the 
Ukraine,  through  which  Russia  receives  much  of  its  food  aid.  Unfortunately,  after  meeting  with 
Russian  officials,  USDA  and  the  State  Dq)artment  settled  for  a  sq)arate  "side  letter"  under 
which  the  Russians  promised  only  their  "best  efforts"  to  minimize  the  problems  in  Russian  ports 
only.  The  Russians  declined  to  take  any  ieq)onsibility  for  discharging  cargoes  in  ports  outside 
Russia,  including  Taliim  and  Odessa.     While  American  operators  remain  hopeful  that  the 
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situation  in  Russia  and  the  other  rq)ublics  will  improve,  so  far  USDA  and  State  have  failed  to 
engage  in  the  type  of  negotiations  with  the  Russian  government,  as  well  as  the  governments  of 
neighboring  republics,  necessary  to  make  the  Russian  food  aid  program  woiic  properly. 
THE  CARGO  PREFERENCE  PROGRAM 

Turning  to  the  cargo  preference  program  generally  and  its  impact  on  U.S.  agriculture, 
it  is  important  that  we  keep  the  issue  in  perspective.  Cargo  preference  helps  support  the 
American  maritime  industry,  American  maritime  jobs  and  our  national  defense  at  a  modest  cost 
without  affecting  American  agriculture. 

Importance  of  Cargo  Preference  to  Maritime 

The  Cargo  Preference  Act  of  1954  reserves  a  portion  of  U.S.  government-impelled 
cargoes,  including  food  aid  shipments,  to  American-flag  vessels  if  available  at  fair  and 
reasonable  rates.  Cargo  preference  reflects  the  longstanding  U.S.  govenmient  position  that  the 
U.S.  merchant  marine  is  vital  to  national  economic  security  and  national  defense  and  that 
reserving  a  poition  of  taxpayer-financed  cargoes  for  American-flag  vessels  is  an  appropriate  way 
to  support  those  vessels.   Most  countries  in  the  world  have  cargo  preference  laws  or  policies. 

Cargo  preference  provides  an  essential  margin  of  cargo,  when  added  to  commercial 
cargoes,  for  over  150  American-flag  vessels  in  the  international  trade  that  directly  or  indirectly 
generate  25,000  American  jobs.  At  the  same  time,  cargo  preference  helps  ensure  that  these 
defense-ready  vessels  and  their  manpower  pool  are  readily  available  in  times  of  war  and  national 
emergency.  During  Operation  Desert  Shield/Desert  Storm,  American-flag  vessels  carried 
virtually  all  of  the  cargoes  into  the  Persian  Gulf  while  a  number  of  third-world  "flag-of- 
convenience"  crews  declined  because  of  the  danger. 
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Impact  of  Cargo  Preference  on  American  AgrictUture 

Cai:go  preference  does  not  hpim  American  agricuitural  e^qMits  or  agriculture. 

Agricultural  Ejqforts.  With  respect  to  food  aid  cargoes  subject  to  preference,  including 
those  under  Public  Law  480,  Section  416  and  Food  for  Progress,  the  U.S.  government,  not  the 
foreign  aid  recipient,  pays  the  cost.  Simply  put.  Congress  builds  the  cost  of  ship-American  (and 
buy-American  as  well)  into  the  aid  package.  Only  if  one  makes  the  unrealistic  and  untenable 
assumption  that  the  amount  of  aid  in  dollar  terms  would  be  the  same  without  ship-American  as 
it  would  be  with  such  a  requirement  does  preference  reduce  agricultural  exports. 

Even  assuming,  for  the  sake  of  argument,  that  cargo  preference  diminishes  U.S. 
agricultural  exports  made  under  the  various  food  aid  programs,  these  programs  make  up  such 
a  small  portion  of  overall  U.S.  agricultural  exports  that  the  impact,  if  any,  is  de  minimis.  In 
1992,  for  example,  U.S.  government-subsidized  agricultural  exports,  including  those  under 
USDA's  txpoTt  credit,  credit  guarantee  and  e;qx)rt  enhancement  programs,  comprised  more  than 
a  third,  or  38  percent,  of  total  U.S.  exports.  Even  though  the  e^qrarts  were  financed  with  huge 
government  subsidies  (EEP)  or  involved  substantial  default  risk  (credit  guarantees  and  credits), 
all  were  exempt  from  preference  under  what  has  become  known  as  the  1985  Cargo  Preference 
Compromise,  which  was  contained  in  the  Food  Security  Act  of  198S.  Purely  commercial 
exports  with  no  U.S.  government  involvement,  which  are  another  S6.7  percent  of  total  U.S. 
expoT{&,  were,  of  course,  also  not  subject  to  any  kind  of  prrference  requirement. 

The  remaining  5.3  percent  of  U.S.  agricultural  exports  were  financed  under  the  various 
U.S.  government  food  aid  programs.    And  only  three  fourths  of  that  amount  was  subject  to 
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cargo  preference  -  a  grand  toql  of  4.0  percent  of  U.S.  agricultural  exports  reserved  for 
American-flag  vessels  (See  Attachment  A). 

Put  another  way,  U.S.  agricultural  exports  in  1992  (almost  half  of  which  had  some 
taxpayer  assistance)  totalled  $40  billion.  The  cargo  preference  requirement  for  food  aid  cargo 
cost  USDA  and  DOT  $168  million  (according  to  USDA),  with  USDA  responsible  for  only  two- 
thirds  of  that  amount,  or  about  $112  million.  The  combined  USDA/DOT  cost  was  less  than  one 
half  of  one  percent  of  the  total  value  of  U.S.  agricultural  exports. 

Turning  to  the  Russian  aid  program  specifically,  of  the  $S.3S  billion  ($4.4  billion  in 
credit  guarantees  and  $250  million  in  food  aid)  provided  to  Russia  over  the  last  two  years  and 
$700  million  to  be  provided  under  Food  for  Progress,  cargo  preference  applied,  or  applies,  to 
only  $712.5  million  (75  percent  of  $950  million),  or  11.8  percent  of  the  total  aid  package. 

I  note  for  the  record  that  American-flag  operators  would  have  transported  much  more  of 
the  Russian  aid  had  USDA  not  ignored  the  creditworthiness  requirements  and  foreign  aid, 
foreign  policy  and  debt  rescheduling  prohibitions  associated  with  the  massive  $4.4  billion  credit 
guarantee  program  for  Russia  and  instead  utilized  food  aid  programs  subject  to  preference. 

The  credit  guarantee  program  did  not  help  Russia,  which  would  have  been  much  better 
off  with  the  more  generous  rq)ayment  terms  available  under  Public  Law  480,  Title  I  or  Food 
for  Progress.  USDA's  sbort-tenn  credits  (one  to  three  years)  strained  the  Russian  economy  as 
Russia  began  the  arduous  process  of  moving  away  from  a  conunand  system  towards  capitalism. 
To  no  one's  surprise,  the  Russian  government  defaulted.  As  of  June  11,  USDA  had  received 
notices  of  default  totalling  nearly  $900  million  and  claims  for  payment  totalling  nearly  $700 
million  and  had  paid  out  to  lender  banks  over  $400  million. 
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1985  Cargo  Preference  Compromise.  The  American  merchant  marine's  small  share 
(about  10  percent)  of  U.S.  government-financed  cargoes  is  no  accident.  In  the  1984 
Transportation  Institute  case,  a  federal  court  held  that  cargo  preference  applied  to  USDA's 
blended  credit  and  credit  guarantee  programs.  Rather  than  accede  to  the  decision,  USDA 
suspended  the  blended  credit  program  and  a  political  firestorm  ensued,  pitting  agriculture  against 
maritime.  After  a  long  and  difficult  negotiation  during  consideration  of  the  1985  Farm  Bill, 
maritime  agreed  to  an  exemption  for  USDA's  commercially-oriented  programs  (including 
blended  credit,  credit  guarantees,  credits  and  EEP)  in  return  for  an  increase  from  50  to  75 
percent  of  food  aid  cargoes  subject  to  preference  (with  DOT  paying  the  additional  cost). 

Agriculture  has  done  well  under  the  1985  Compromise.  Since  1985,  concessional  food 
aid  cargoes  subject  to  75  percent  preference  have  declined  from  8.3  million  tons  to  7.8  million 
tons  per  year  while  commercially-oriented  programs  exempt  from  preference  have  increased 
dramatically.  The  ratio  of  preference-exempt  to  preference-subject  cargoes  increased  from  3  to 
1  in  1985  to  9  to  1  in  1992  (See  Attachment  B).  It  is  this  historic  compromise  ~  enacted  into 
law  as  part  of  the  1985  Farm  Bill  and  reaffirmed  in  the  1990  Farm  Bill  with  the  support  of  the 
major  agricultural  groups  ~  that  would  be  undone  if  cargo  preference  did  not  ^>ply  to  food  aid 
cargoes. 

Interestingly,  the  1985  Compromise  did  not  limit  USDA's  ability  to  finance  foreign-flag 
shipping  under  its  preference-exempt  conmiercially-oriented  programs.  For  example,  USDA 
financed  foreign-flag  transportation  as  part  of  the  now-defaulted  Russian  credit  guarantee 
program  (Foreign  Agricultural  Service  press  release,  Jan.  8,  1991).  In  light  of  the  sheer  size 
of  USDA's  Russian  credit  guarantee  and  other  huge  promotional  programs,  it  is  reasonable  to 
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assume  that  USDA  spends  far  more  oa  foreign-flag  shipping  than  it  does  on  American-flag 
shipping  under  the  various  fcxxl  aid  programs.  It  makes  one  wonder  what  cargo  preference 
opponents  And  so  objectionable  about  USDA  using  American-flag  shipping  to  transpoit  food  aid 
cargoes. 

Agriculture  Generally.  Some  in  the  agriculture  community  complain  that  caigo 
preference  somehow  diminishes  the  amount  of  money  available  for  agricultural  programs.  Cargo 
preference  for  food  aid  cost  $168  million  in  FY  1992  and  will  cost  about  $280  million  in  FY 
1993,  including  $100  million  for  the  Russian  program  (according  to  USDA),  with  USDA 
responsible  for  two-thirds  and  DOT  responsible  for  one-third  of  the  cost  under  the  1985  Cargo 
Preference  Compromise. 

Even  assuming  that  Congress  and  the  Administration,  during  a  period  of  massive  budget 
deficits,  turned  this  money  over  to  agriculture,  it  is  still  a  mystery  to  me  why  some  elements  in 
the  agricultural  community  profess  so  much  concern  about  cargo  preference.  After  all,  we 
measure  cargo  preference  in  the  millions  whereas  we  measure  commodity  export  programs  in 
the  billions.  According  to  the  GAO,  as  reported  in  the  May  16  Washington  Post,  agriculture 
receives  90  percent  of  U.S.  export  assistance  even  though  it  is  responsible  for  only  10  percent 
of  U.S.  exports.  In  the  scheme  of  things,  the  cost  of  cargo  preference  is  a  mere  trifle. 

While  I  have  no  desire  to  focus  on  any  particular  agricultural  export  promotional 
progiam,  some  of  which  may  serve  a  useful  purpose,  ftom  1985  to  1991  Cargill  alone  received 
over  $688  million  in  EEP  "bonuses"  and  USDA  has  spent  over  a  billion  dollars  on  advertising 
American  food  products  abroad  under  the  Martet  Promotion  Program  (Washington  Post,  May 
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16).  These  two  programs,  as  well  as  the  defaulted  Russian  credit  guarantee  program  I  discussed 
earlier,  each  easily  dwarf  cargo  preference. 

PROBLEMS  WITH  CARGO  PREFERENCE  ADMD4ISTRATION 

Although  cargo  preference  does  not  affect  overall  U.S.  agricultural  exports  or  harm 
agriculture,  American-flag  operators  are  making  every  effort  to  improve  the  cargo  preference 
program.  Unfortunately,  however,  shipper  agency  mismanagement  of  the  program  historically 
has  frustrated  our  efforts,  although  we  are  beginning  to  see  some  improvement  in  this  regard. 

The  Israeli  Experience 

Before  discussing  the  specific  problems  in  cargo  preference  administration,  it  is  important 
to  note  that  American-flag  bulk  o;>erators  already  have  a  proven  track  record  of  transporting 
food  aid  cargoes  at  internationally  competitive  rates.  Since  1978,  Israel  has  agreed  to  utilize  a 
portion  of  its  U.S.  cash  transfer  foreign  aid  to  purchase  annually  1.6  million  metric  tons  of 
American  agricultural  commodities  and  to  ship  half  of  those  commodities  on  American-flag  ships 
in  accordance  with  the  cargo  preference  laws.  This  agreement,  known  as  the  "Side  Letter,"  is 
a  good  example  of  "buy-American/ship-American"  -  using  foreign  aid  to  help  not  only  the 
Israelis  but  also  American  agriculture  and  the  American  merchant  marine. 

The  Israeli  government  has  turned  over  responsibility  for  arranging  ocean  transportation 
to  privatized  companies  which  in  turn  negotiate  directly  with  American-flag  operators  ~  with 
minimal  U.S.  or  Israeli  government  involvement.  As  with  any  well-negotiated  commercial 
agreement,  both  the  operators  and  the  Israelis  have  every  incentive  to  be  efficient.  Because  the 
Israelis  guarantee  consecutive  voyages  and  quick  loads  and  discharges,  Liberty  and  other 
operators  transport  American  agricultural  commodities  in  the  low  $30  range  while  earning  a 
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reasonable  profit.  The  ships,  the  crews,  the  cargo  and  the  aj^roximate  voyage  length  are  the 
same  for  Israel  as  for  Russia  and  other  food  aid  recipients  in  eastern  and  central  Europe  and  in 
the  Mediterranean.  Yet  the  Israeli  rate  is  much  lower  because  the  program  works  so  much  more 
efficiently. 

The  Russian  Experience 

The  Israeli  experience  shows  that  the  American  merchant  marine  can  be  competitive  and 
that  the  problems  with  the  food  aid  programs  lie  not  with  American-flag  operators  but  with  a 
combination  of  shipper  agency  mismanagement  and  delays  and  inefficiencies  inherent  in 
delivering  commodities  to  often  chaotic  ports. 

To  give  a  concrete  example,  let  us  review  the  recent  experience  of  one  of  Liberty's 
vessels,  the  LIBERTY  STAR,  in  the  port  of  Talimi,  Estonia.  On  March  17,  one  of  the  former 
Soviet  republics,  Belarus,  chartered  the  LIBERTY  STAR  to  transport  a  57,500  metric  ton  cargo 
of  com  via  Estonia  under  a  USDA-approved  charter  party  pursuant  to  the  Food  for  Progress 
program.  Liberty  was  responsible  for  delivering  the  cargo  to  Taliim,  Estonia,  because  Belarus, 
like  many  inland  republics  of  the  former  Soviet  Union,  has  no  ocean  ports.  Belarus  was 
responsible  for  arranging  inland  transportation  through  Estonia.  Unlike  most  of  the  other 
shipments  to  the  former  Soviet  Union,  the  charter  party  for  the  Belarus  shipment  was  similar 
to  what  prevails  in  commercial  practice  --  hence  Liberty's  rate  of  $41.63  per  metric  ton,  only 
a  few  dollars  more  than  a  competitive  foreign-flag  rate. 

Prior  to  loading  on  or  about  April  15,  Liberty  learned  from  the  Estonian  port  authorities 
that  Belarus  had  not  made  any  arrangements  with  the  Estonian  port  authorities  to  store  or 
tranship  the  cargo.    Liberty  communicated  this  fact  to  Belarus'  U.S.  purchasing  agent  and 
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requested  that  Belarus  cancel  or  delay  the  shipment.    Unfortunately,  Belarus'  agent  ordered 
Liberty  to  load  the  cargo  and  proceed  to  Talinn  anyway. 

On  May  4,  the  LIBERTY  STAR  arrived  in  Talinn  as  required  by  its  charter.  The 
Estonian  port  authorities  informed  Liberty  that  they  would  not  commence  discharging  the  vessel 
until  late  May  or  early  June,  a  potential  delay  of  40  to  50  days.  To  make  matters  worse,  the 
government  of  Belarus,  in  violation  of  the  charter,  refused  to  accept  the  LIBERTY  STAR'S 
Notice  of  Readiness  after  the  vessel  arrived  in  Taliiui.  In  effect,  the  government  of  Belarus 
refused  to  commence  the  time  period  (known  as  lay  days)  for  the  calculation  of  liquidated 
damages  or  demurrage.  In  other  words,  the  LIBERTY  STAR  would  sit  and  wait  in  Taliim 
without  any  compensation  for  delay  —  even  though  Liberty  had  fiiUy  met  its  obligations  under 
the  charter. 

Finding  the  delay  unacceptable.  Liberty  immediately  contacted  the  U.S.  government  and 
the  governments  of  Estonia  and  Belarus  to  break  the  logjam.  Liberty  received  considerable 
support  from  MarAd  and  from  concerned  persons  on  Capitol  Hill.  In  contrast,  USDA's  initial 
response  was  that  Liberty's  predicament  in  Estonia  was  a  mere  "commercial  matter." 
Unfortunately,  this  "hands-ofF'  attitude  has  been  common  with  USDA,  as  well  as  other  shipper 
agencies  such  as  AID.  After  congressional  prodding,  however,  USDA  did  eventually  weigh  in. 
With  help  from  the  Administration  and  Capitol  Hill,  Liberty  managed  to  speed  the  berthing 
process  and  get  the  vessel  discharged  by  June  1  for  a  total  delay  of  20  days. 

The  LIBERTY  STAR  case  is  illustrative  of  the  problems  faced  by  American  operators 
even  when  the  charter  terms  are  favorable  or  are  nearly  commercial,  as  was  the  case  with  the 
Belarus  charter.    American  operators  have  very  little  in  the  way  of  remedies  even  under  such 
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charters.  If  the  charterer  chooses  to  ignore  the  charter,  as  Belarus  did  by  refusing  to  accept  the 
Notice  of  Readiness,  the  only  practical  remedy  is  to  engage  the  U.S.  government  for  assistance. 
Unfortunately,  the  government  agency  with  the  most  leverage  with  the  recipient  countries  ~ 
either  USDA  or  AID  --  has  often  been  reluctant  to  intervene.  The  result  is  that  the  American 
owner  has  to  spend  considerable  management  time  and  resources  merely  to  limit  the  losses 
resulting  from  discharging  delays  over  which  it  has  no  control.  Even  after  expending  such  time 
and  resources,  the  end  result  is  often  a  considerable  and  very  costly  delay. 
Other  Problems  With  Food  Aid  Transportation 

There  are,  of  course,  other  problems  associated  with  the  transportation  of  food  aid.  I 
will  review  them  in  summary  fashion. 

Inefficient  Procurement.  U.S.  government  shipper  agencies  lack  standardized  -systems 
for  procuring  transportation  services.  Charter  party  terms  are  inconsistent  and  vary  from 
country  to  country. 

Bunched  Cargoes.  Even  though  many  food  aid  recipients  receive  aid  on  a  long-term 
basis,  the  U.S.  government  often  ships  all  the  cargo  at  once  to  already  overburdened  ports  ~ 
rather  than  spreading  the  cargoes  out  over  the  year.  Bunching  maximizes  rather  than  minimizes 
ocean  transportation  costs  because  American-flag  operators  must  factor  in  the  high  cost  of  delay 
in  overburdened  ports  into  their  freight  rate. 

One-shot  Cargoes.  The  U.S.  government,  in  contrast  to  commercial  practice,  has 
traditionally  solicited  bids  for  food  aid  cargoes  on  a  one-shot,  single  voyage  basis.  As  a  result, 
operators  must  factor  into  their  bid  the  possibility  that  their  vessels  may  have  down  time  between 
voyages  with  a  corresponding  increase  in  costs.  We  have  argued  for  years  that  the  government 
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should  adopt  a  system  of  consecutive  voyage  charters  through  which,  as  discussed  above,  Israel 
has  achieved  considerable  cost-savings. 

Slow  Loads.  Disputes  between  shipper  agencies  and  the  commodity  supplier  and  shipper 
agency  accommodation  of  supplier  convenience  routinely  result  in  slow  loads  at  otherwise 
efficient  U.S.  ports.  For  example,  one  of  Liberty's  vessels,  the  LIBERTY  WAVE,  sat  for  five 
days  in  Albany,  New  York,  while  USDA  and  the  supplier,  Cargill,  bickered  over  grain  quality 
and  1 1  days  in  Baltimore  while  the  elevator  gave  priority  to  a  later-arriving  foreign-flag  vessel. 

Another  cause  of  slow  loads  is  the  U.S.  government's  refusal  to  follow  standard 
commercial  practice  concerning  what  is  known  as  "nomination  of  lay  days."  In  the  commercial 
world,  the  charterer  names  a  30-day  load  period  and  the  operator  chooses  a  ten-day  period 
within  that  time  to  make  the  vessel  available  for  loading  at  which  time  the  charterer  is  obligated 
to  have  the  cargo  ready  and  to  load  the  vessel.  The  U.S.  government,  in  contrast,  has  required 
the  operator  to  be  available  for  a  30-day  period  and  has  allowed  the  charterer  to  name  a  10-day 
period  within  that  30-day  period  when  the  cargo  will  actually  be  loaded.  As  a  result,  a  vessel 
may  be  required  to  wait  almost  30  days  before  commencing  loading.  Another  of  Liberty's 
vessels,  the  LIBERTY  BELLE,  recently  sat  waiting  for  almost  a  month  before  the  charterer 
loaded  the  vessel.  One  does  not  need  to  be  a  shipping  expert  to  see  that  curators  will  raise 
their  rates  when  faced  with  long  loading  delays. 

lU-Equ^q^ed  Ports.  The  U.S.  and  its  allies  often  rush  food  aid  shipments  into  ports  ill- 
equipped  to  discharge  them.  The  result  is  massive  delays.  Port  delays  harm  American-flag 
operators  with  higher  daily  operating  costs  more  than  low-cost  foreign-flag  operators  and  thus 
geometrically  increase  the  differential.  Simply  put,  a  foreign-flag  operator  with  a  used,  low-cost 
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vessel  manned  by  a  third-world  crew  can  more  easily  afford  to  wait  out  a  delay  than  American- 
flag  operators  which  must  run  on  a  much  tighter  schedule. 

Berth  Terms  versus  Free  In/Free  Out.  Foreign-flag  vessels  almost  always  load  and 
discharge  on  a  "free  in"  and  "free  out"  basis,  i.e.,  the  recipient  country  is  responsible  for 
arranging  cargo  loading  and  unloading,  whereas  American-flag  vessels  under  USDA-approved 
charter  parties  mostly  load  and  discharge  on  a  "berth  terms"  basis,  i.e.,  the  operator  is 
responsible  for  arranging  cargo  loading  and  unloading.  Berth  terms  give  stevedoring  companies, 
storage  facilities  and  other  entities  carte  blanche  to  gouge  American-flag  operators. 

With  respect  to  Russia,  we  note  with  regret  that  USDA  did  not  obtain  Russia's  agreement 
to  "free  out"  unloading  in  the  recently  signed  agreement.  However,  we  are  pleased  that  more 
and  more  USDA-qjproved  charter  parties  to  ex-Soviet  republics  are  "free  out."  However,  the 
benefits  of  free  out  are  often  outweighed  by  disadvantageous  and  non-commercial  charter  terms. 
One  of  the  most  blatant  is  a  requirement  that  the  vessel  arrive  at  a  berth,  rather  than  at  an 
anchorage,  before  the  charterer's  obligation  to  compensate  the  operator  for  delay  is  triggered 
(the  port  authority,  usually  in  cooperation  with  the  charterer,  makes  the  berthing  decisions).  The 
refusal  to  allow  a  vessel  to  berth  imposes  the  costs  of  delay  upon  the  vessel  just  as  if  berth  terms 
were  applicable.  Another  anti-operator  term  permits  the  charterer  to  take  its  time  discharging 
the  vessel  -  as  low  as  1,000  tons  per  day  for  a  50,000  ton  cargo  ~  before  compensation  for 
delay  is  triggered. 

"No  Demurrage"  Provisions.  Most  conunercial  charter  parties  require  the  charterer, 
i.e.,  the  recipient  country,  to  compensate  the  vessel  curator  with  liquidated  damages  or 
"demurrage"  for  loading  and  unloading  delays.   Demurrage  is  usually  an  amount  high  enough 

-  16- 


213 


to  give  the  charterer  an  incentive  to  be  efficient  but  not  so  high  as  to  give  an  operator  an 
incentive  to  delay.  USDA-approved  charter  parties  for  American-flag  vessels  (but  often  not 
foreign-flag  vessels)  often  have  a  "no  demurrage"  provision,  thereby  giving  the  recipient  country 
every  incentive  to  give  berthing  priority  to  later-arriving  "on  demurrage"  vessels  ~  while 
American-flag  vessels  sit  and  wait. 

Lightering  Requirements.  USDA-approved  charter  parties  often  have  size  restrictions 
requiring  larger,  more  efficient  American-flag  vessels  to  "lighter"  cargoes  into  smaller  vessels 
once  they  arrive  at  the  discharge  port.  At  these  ports,  rates  are  negotiated  upon  arrival.  In 
Russia,  for  example,  charter  hire  for  lighter  vessels  in  Russian  ports  have  shot  up  from  $2,000- 
$3,000  per  day  to  $18,000  per  day  because  of  huge  demand  and  discharge  delays  encountered 
even  by  the  lightering  companies.  Between  April  6  and  April  16,  lightering  costs  in  St. 
Petersburg  shot  up  from  $20  to  $40  per  metric  ton. 

Stevedoring.  Because  under  USDA-approved  berth  term  charter  parties,  the  American 
operator,  rather  than  the  recipient  country,  is  responsible  for  arranging  stevedoring  in  the 
discharge  port,  stevedoring  companies  often  walk  away  from  previously  negotiated  stevedoring 
contracts  and  demand  huge  increases.  This  h24)pened  in  Poland  in  1989  and  1990  and  is 
happening  today  in  Russia  (increases  from  $2  to  $14  per  ton  in  hard  currency  only). 

Inland  Transportation.  USDA-approved  charter  parties  often  require  American-flag 
operators  to  arrange  and  pay  for  inland  rail  transportation  through  neighboring  rq}ublics  to  the 
border  of  the  recipient  country,  as  was  the  case  with  the  March  1993  Kyrgyzstan  tender. 
Operators  must  factor  into  their  rate  calculation  the  risk  of  instability  and  sudden  cost  increases. 
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Fumigation.  U.S.  government-approved  charter  parties  require  American-flag  operators 
to  pay  for  fumigation,  even  if  the  vessel  passed  strict  USDA  inspection  and  the  cargo  was  the 
source  of  infestation.  In  commercial  practice,  the  charterer  and  the  commodity  supplier  are 
responsible  for  fumigation. 

Payment  Delays.  In  conmiercial  practice,  payment  is  due  on  delivery  whereas  with  food 
aid  payment  is  due,  assuming  no  dispute  (real  or  imagined),  45  days  or  more  after  delivery  ~ 
typically  adding  $50,000  in  interest  costs. 

Foreign  Corrupt  Practices  Act.  Even  when  foreign-flag  vessels  are  subject  to  the  same 
onerous  USDA-^)proved  charter  party  terms  as  American-flag  vessels,  foreign-flag  operators 
can  avoid  their  effect  by  negotiating  side  deals.  Because  of  the  FCPA  and  other  U.S.  laws  and 
regulations,  American-flag  operators  lack  this  "flexibility."  USDA  is  rarely  any  help  in  this 
regard,  claiming  that  such  problems  are  a  'commercial  matter"  ~  even  though  it  is  USDA  which 
has  leverage  over  foreign  aid  recipients  because  of  its  position  as  supplier  as  well  as  the  ultimate 
decision-maker  with  nspecX  to  charter  party  tenns. 

RECOMMENDATIONS  FOR  IMPROVING  CARGO  PREFERENCE 

As  we  have  seen,  shii^r  agency  mismanagement  and  problems  in  foreign  potts  increase 
freight  rates  and  disproportionally  harm  higher-cost  American-flag  vessels.  Quick  and  efTicient 
loads  and  discharges  -  in  a  word,  predictability  ~  are  the  keys  for  reducing  the  ocean  freight 
differential  between  American-flag  and  foreign-flag  operators.  Bulk  vessel  operators  make  a 
"fixed  price"  bid  months  before  the  scheduled  shipment,  reflecting  their  assessment  of  the 
probable  situation  in  the  load  and  discharge  ports.  Where  curators  can  expect  quick  and 
efficient  load  and  discharge,  as  is  the  case  with  Israel,  American-flag  q)erators  offer  rates 
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competitive  with  "flag-of-convenience"  operators.  Where  chaos  is  the  rule,  as  is  the  case  with 
most  USDA  and  AID  cargoes,  higher  rates  are  inevitable.  While  most  food  aid  recipients  cannot 
match  Israel  in  efficiency,  the  Israeli  program  provides  a  useful  model  for  minimizing  shipping 
costs  and  lowering  the  differential  between  American  and  foreign  rates. 

What  needs  to  h^)pen  ~  and  MarAd  and  USDA  are  moving  in  the  right  direction  under 
President  Clinton's  leadership  -  is  for  shipper  agencies  to  cooperate  on  solutions  to  improve  the 
efficiency  of  food  aid  transportation.  The  use  of  commercial  charter  terms,  priority  berthing  in 
govemment-to-govenunent  food  aid  agreements  and  hard-nosed  political  pressure  will  go  a  long 
way  towards  lowering  rates. 

CONCLUSION 

Liberty  looks  forward  to  working  with  Secretaries  Peiia,  E^y  and  Christopher,- as  well 
as  incoming  Maritime  Administrator  Herberger,  Acting  Maritime  Administrator  Yim  and  other 
members  of  the  Administration,  to  improve  the  cargo  preference  program.  Liberty  also  looks 
forward  to  working  with  the  Administration,  the  Russian  government  and  port  authorities  in 
Russia  and  the  former  Soviet  rq)ublics  to  improve  ocean  transportation  of  Russian  food  aid. 

Once  again,  Liberty  appreciates  the  q^rtunity  to  discuss  the  cargo  preference  program. 
I  will  be  pleased  to  answer  any  of  your  questions.   Thank  you. 


(Attachments  follow:) 
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U.S.-Flag  Share  of  Agricultural  Exports 

(by  metric  tons) 

1992 


Non-Preference  (CommerciaO  (56.7%) 


Vtfietmcx  (U.S.-F1a()  (4.0%) 


Noo-Prcference  (Government-Sponsored)  (39  J%) 

(fmdktim  ferticB-flag  ftttutmi*  earfs«) 
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Growth  of  U.S.  Government  Agricultural  Exports 
Exempt  from  Cargo  Preference 


Metric  Tons  (Millions) 


60 
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Testimony  of 

JONATHAN  BLANK 

PRESTON  GATES  ELLIS  &  ROUVELAS  MEEDS 

COUNSEL  TO  OMI  CORP. 

Before  the 
House  Sut>committee  on  Foreign  Agriculture  and  Hunger 

June  17, 1993 

Good  moming,  Mr.  Chairman.  My  name  is  Jonathan  Blanl<.  I  am  with  the  law 
firm  of  Preston  Gates  Ellis  &  Rouvelas  Meeds.  I  appreciate  the  opportunity  to  present 
to  the  Subcommittee  the  views  of  OMI  Corp.  on  recent  developments  relating  to  the 
cargo  preference  program  and  the  food  aid  being  sent  to  the  former  Soviet  Union. 

OMI  is  the  second  largest  U.S.  independent  operator  of  bulk  vessels  and  has 
operated  in  the  cargo  preference  market  for  many  years. 

Before  I  address  the  broad  policy  issues  on  the  question  of  the  relationship 
between  agricultural  and  maritime  programs,  I  want  to  briefly  address  the  question  of 
grain  shipments  to  Russia  and  other  former  Soviet  republics. 

Recently,  a  great  deal  of  attention  has  been  focused  on  the  rates  being  charged 
for  shipments  of  grain  to  Russian  and  other  republics  of  the  former  Soviet  Union. 
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Much  of  this  attention  has  been  sensationalized  and  biased  and  many  of  the  criticisms 
of  price  gouging  have  t}een  unwan-anted. 

OMI  has  completed  7  shipments  of  grain  to  the  former  Soviet  Union.  Two 
others  will  be  undertaken  in  the  near  future.  All  of  our  shipments  have  been  in 
tankers.  None  of  our  recent  shipments  has  been  particularly  profitable  because  of  the 
numerous  port  and  inland  transportation  problems  we  encountered. 

It  is  always  difficult  to  provide  exact  comparisons  of  shipments  because 
quantities  differ,  ports  differ,  and  charter  terms  differ.  But  OMI  can  provide  some 
compelling  comparisons  based  on  its  experience  over  the  last  year  -  comparisons 
that  show  OMI  has  not  raised  its  rates,  that  it  is  not  engaged  in  price  gouging,  and 
that  it  is  providing  competitive,  quality  service  in  the  preference  market 

Of  the  seven  shipments  we  have  completed,  the  first  three  were  to  Moldova 
through  the  port  of  Odessa  OMI's  bids  for  the  ocean  transportation  of  these 
commodities  were  $59.77  per  ton  for  each  of  two  34,000  ton  shipments  and  $65.51  for 
a  32,000  ton  quantity.  In  comparison,  the  foreign  flag  bids  were  $37.21  and  $43.82 
per  ton  for  34,000  tons,  a  differential  of  $16-21  per  ton.  OMI's  inland  rates  for  these 
shipments  were  substantially  k)wer  than  either  of  the  foreign  flag  bids  -  from  $3  to 
more  than  $50  per  ton  k)wer.  The  ocean  transportation  differential  between  our  rates 
and  the  foreign  flag  rates  on  these  movements  was  a  highly  favorable  differential  given 
the  higher  labor,  environmental  and  safety  standards  applicable  to  U.S.  flag  vessels. 
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And  the  differential  between  these  rates  and  foreign  flag  rates  was  virtually  the 
same  as  it  was  a  year  before.  1n  other  words,  OMI  did  not  jack  up  its  rates  just  to 
take  advantage  of  the  Russian  grain  program.  Press  reports  were  full  of  allegations 
that  U.S.-flag  vessel  owners  were  price  gouging  and  taking  advantage  of  the  Russian 
grain  program  to  reap  windfall  profits,  but  no  one  bothered  to  check  the  facts  on  our 
rates  and  report  that  OMI's  rates  have  stayed  within  the  same  differential  for  more 
tfian  one  year. 

In  1992,  OMI  completed  4  voyages  of  com  and  wheat  for  the  former  Soviet 
Union  for  $46.40,  $39.44,  49.93,  and  $60.42  per  ton.  For  the  first,  second  and  fourth 
fixtures,  there  were  foreign  flag  bids  for  reasonably  comparable  quantities  to  be 
carried.  The  bwest  of  tfiose  bids  were  $24.88,  $26.00,  and  $21.39  respectively, 
resulting  in  differentials  that  ranged  from  $11.52  to  $39.03  and  averaged  $21.33.  More 
than  a  year  later,  our  most  recent  tanker  fixture  for  wheat  t}eing  shipped  to  Kyrgyzstan 
remained  in  this  range.  We  bid  $59.47  per  ton  as  compa-ed  to  $35.48  for  a  differential 
of  $23.99.  So  for  the  last  year,  our  freight  differential,  which  has  averaged  less  than 
$25  per  ton,  is  lower  than  the  $29.91  differential  between  the  average  1992  price  of 
U.S.  wfieat  and  Argentinean  wheat,  but  no  one  in  the  agricultural  community  was 
raising  cries  of  price  gouging  by  American  farmers  and  no  one  was  suggesting  that 
Argentinean  wheat  should  be  purchased  instead  of  American  wfieat 

Our  voyages  to  Odessa  with  com  destined  for  the  Ukraine  were  also  carried  at 
very  competitive  U.S.-flag  rates  -  $55.50  per  ton,  free  out  On  another  voyage,  we 
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transported  wheat  from  the  Pacific  Northwest  to  St  Peterstxjrg  for  $64.89  per  ton,  on 
full  berth  terms.  For  these  rates  we  have  had  to  absorb  very  substantial  costs 
resulting  from  slow  discharges  and  other  problems  at  the  discharge  port  The  vessel 
on  full  berth  terms  discharging  wheat  for  the  Russian  Republic  had  to  wait  23  days  to 
complete  its  discharge  instead  of  an  expected  discharge  of  half  that  time  because  of  a 
lack  of  rail  cars  to  take  the  cargo  from  the  vessel.  Every  additional  day  cost  OMI 
approximately  $30,000.  That  is  wfiy  we  have  viewed  generalized  allegations  of  price 
gouging  as  particularly  offensive  and  unfair. 

Moreover,  the  allegations  of  price  gouging  on  the  part  of  U.S.-flag  vessel 
owners  are  totally  one-sided.  The  basis  for  the  accusations  relating  to  U.S.  vessel 
bids  are  bids  that  were  submitted  but  not  accepted.  When  an  American  vessel  owner 
submits  a  high  bid  that  is  not  accepted,  the  agricultural  community  cries  price 
gouging.  But  when  a  foreign  flag  vessel  submits  an  unreasonably  high  price,  the 
silence  is  deafening.  For  example,  on  a  recent  Moldova  tender,  OMI  submitted  a  bid 
of  $19.75  for  the  inland  portion  of  the  freight  tender.  A  foreign  flag  vessel  submitted  a 
bid  of  $77.70  for  the  same  inland  transportation.  Where  were  the  critics  then?  Where 
were  the  cries  of  price  gouging  on  tfie  part  of  foreign  flag  vessels?  One-sided 
criticism  is  not  fair  criticism.  It  is  simply  part  of  campaign  to  undermine  U.S.  vessel 
owners  and  jeopardize  U.S.  jobs. 

One  of  the  other  criticisms  that  has  been  raised  relating  to  shipments  of  animal 
feed  grain  to  the  former  Soviet  Union  is  that  shipping  1992  crop  year  feed  com  on 
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tankers  results  in  excess  damage  to  the  com.  OMI  has  completed  three  shipments  of 
1992  feed  com  in  tankers  with  no  excess  damage.  Feed  com  has  been  shipped 
successfully  on  tankers  for  decades.  The  cun-ent  opposition  to  the  shipment  of  com 
on  tankers  is  little  more  than  a  transparent  attempt  to  undermine  the  President's 
determination  that  cargo  preference  would  apply  to  the  Russian  grain  program. 

When  vessel  owners,  including  OMI,  met  with  USDA  officials  to  examine  this 
issue,  only  vague  'complaints'  atx>ut  the  com  were  referenced.  USDA  promised  to 
provide  the  vessel  owners  the  documentation  to  support  these  vague  references  to 
'complaints.'  No  such  documentation  has  been  provided  to  the  vessel  owners. 

The  only  two  'complaints'  that  vessel  owners  are  aware  of  relate  to  com 
transported  to  Egypt  in  large  tankers.  One  of  the  vessels  involved,  the  GOLDEN 
MONARCH,  has  completed  one  voyage  and  is  due  to  arrive  shortly  in  Egypt  with  its 
second  shipment. 

Critics  of  tankers  might  be  tempted  to  say  that  the  damage  was  caused 
because  of  the  internal  structure  of  the  tanker.  But  that  cannot  be  the  reason  in  this 
instance.  The  GOLDEN  MONARCH  has  been  reconfigured  to  load  exactly  like  a  bulk 
carrier.  Internal  structural  devk»s  have  been  removed  so  that  k)ading  is  as  free 
flowing  as  a  dry  bulk  carrier.  If  there  was  damage,  what  was  the  cause?  The  com 
being  k>aded  was  of  poor  quality.  K  was  the  quality  of  the  com,  not  the  mode  of 
transportation,  that  caused  the  problem. 
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What  did  the  recipient  country  think  atx)ut  all  of  this?  Did  they  believe  that  the 
vessel  had  caused  all  this  damage?  After  ttie  cargo  vrats  discharged  from  the  vessel, 
the  country's  chartering  agent  chartered  the  exact  same  vessel  to  carry  another  load 
of  feed  com  to  Egypt  Because  the  com  was  being  shipped  under  the  Egyptian 
privatization  program,  Egypt  controlled  the  transportation.  Clearty  they  t)elieved  the 
vessel  was  appropriate. 

Animal  feed  com  is  one  of  Vne  primary  commodities  provided  in  our  foreign  aid 
programs.  With  the  limited  number  of  dry  bulk  carriers  in  the  U.S.-flag  fleet,  U.S.-flag 
tankers  have  often  been  used  to  carry  com  to  foreign  aid  recipient  nations. 
Objections  to  the  use  of  this  one  type  of  vessel  are  side-door  attempts  to  get  around 
cargo  preference  requirements. 

The  use  of  tankers  to  carry  preference  cargo  is  beneficial  to  the  U.S.-flag  fleet. 
Tankers  are  among  the  most  important  types  of  vessels  to  have  available  for  military 
preparedness.  Because  owners  are  able  to  participate  in  the  grain  trade  when  liquid 
markets  may  be  slow,  there  is  a  Ngher  level  of  investment  in  U.S.-flag  tankers  than 
woukJ  occur  if  these  markets  were  foreclosed  to  their  participation. 

The  impad  of  the  cargo  preference  program  on  U.S.  agricultural  programs  is 
directly  related  to  the  management  efficiency  of  officials  in  charge  of  food  aid 
programs.  If  the  program  were  managed  in  a  manner  that  permitted  rates  to  be  k>wer. 
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the  cost  of  cargo  preference  shipments  would  be  lower.  If  USDA  would  operate  the 
program  in  a  more  efficient  manner  using  standard  commercial  terms,  rates  would  not 
be  as  high.  In  contrast  to  the  food  aid  being  provided  to  the  former  Soviet  Union,  look 
at  the  cost  of  shipment  of  grain  being  provided  to  Egypt  Under  the  Egyptian 
privatization  program,  cargoes  are  spaced  out,  consecutive  voyages  charters  are 
being  used,  and  rates  for  U.S.-flag  vessels  are  in  the  $40  per  ton  range,  not  the  60's 
or  80's.  If  for  foreign  policy  reasons,  the  grain  aid  being  provided  to  the  former  Soviet 
Union  cannot  be  managed  in  an  efficient  manner  because  it  must  be  sent  in  a  short 
period  of  time,  then  it  is  inappropriate  to  criticize  the  U.S.-flag  vessel  owner  when  rates 
have  to  reflect  the  shipping  conditions  that  result  from  that  decision  to  send  the  grain 
in  a  short  period  of  time. 

The  Sutxx>mmittee  has  also  asked  whether  a  direct  subsidy  should  replace  the 
curent  method  of  paying  the  differential  between  foreign  and  U.S.-flag  rates  on  a 
tender-by-tender  basis.  The  current  system  encourages  vessel  owners  to  participate 
in  the  cargo  preference  market.  Any  qualified  U.S.-flag  vessel  can  compete  on  any 
tender  at  any  time,  whether  on  a  routine  basis  or  on  an  occasional  basis.  When  a 
vessel  owner  submits  a  bid  on  a  freight  tender,  he  has  no  idea  how  many  vessel 
ovi/ners  will  be  competing  for  the  business.  Having  a  broad  pool  of  potential 
competitors  encourages  competition  among  these  vessel  owners  and  keeps  rates 
lower.  If  competition  for  freight  tenders  is  restricted  only  to  those  vessels  that  have  a 
direct  subsidy,  rates  will  no  longer  be  subject  to  competitive  forces. 
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Tbe  issue  seems  to  us  to  be  whether  the  United  States  will  assure  that  its  aid 
programs  are  designed  to  maximize  American  participation  in  providing  that  aid.  We 
should  not  be  using  American  aid  to  buy  Toyota  trucks  for  foreign  countries,  ar>d  we 
should  not  be  using  foreign  ships  to  carry  either  American  or  foreign  grain.  A  steady 
cargo  preference  market  system,  not  subject  to  continuous  political  battering,  would 
produce  a  more  competitive  maritime  industry,  although  not  one  tiiat  can  fully  meet 
tiiird  world  wage  rates. 

The  agricultural  community  and  the  maritime  community  should  be  working 
together  to  make  the  program  as  sti-ong  and  efficient  as  possible,  not  fighting  among 
ourselves.  The  maritime  community  is  supportive  of  Vne  effort  undertaken  by  USOA 
and  MarAd  to  try  to  reduce  shipping  costs  associated  witii  tiie  Russian  grain  program 
and  is  looking  forward  to  further  efforts  to  improve  the  operation  and  efficiency  of  the 
program. 

I  appreciate  the  opportunity  to  appear  before  you  today  and  I  would  be  happy 
to  answer  any  questions  you  may  have. 
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TESTIMONY  OF  ROB  QUARTBL 
PRESIDEHT,  US  SHIPBUILDINO  CONSORTIUH,  INC 

AMD 

FORMER  U.S.    FEDERAI.  MJIRZTINE  C(MMIS8I0NER 

BEFORE  TBI 

8UBC<mMZTTEB  ON  FOREIGN  AORICULTURE  AND  HUNGER 

JUNE  17,  1993 


Let  me  first  thank  you  for  the  opportunity  to  testify 
before  you  today.   I  will  try  to  be  brief,  but  admit  that  is 
uncharacteristic . 

Before  I  go  on  to  the  substance  of  my  remarks,  I'd  ilka 
you  to  take  a  look  for  a  moment  at  a  headline  from  the 
Seafarer's  Log,  which  Is  the  official  publication  of  the 
Seafarers  International  Union.  This  particular  headline, 
"Quartel  Goes  Foreign"  represents  the  second  time  I  have 
appeared  on  their  cover  in  under  two  years.   As  officially 
designated  boogeyman,  I  suppose  I  should  be  flattered,  and 
in  some  ways  I  am  as  it  is  often  said  that  a  man  is  best 
known  by  the  enemies  he  keeps. 

I'm  really  not  flattered,  however,  in  the  sense  that  It 
is  clear  that  I  have  apparently  so  nleerably  failed,  despite 
three  years  now  of  almost  constant  effort,  to  communicate 
even  the  most  elementary  aspects  of  the  larger  maritime 
problem  to  this  segment  of  the  maritime  industry. 

The  arguments  I  make,  the  nominal  cause  of  this  sort  of 
ad  hominem  attack  —  which,  by  the  way,  is  characteristic  of 
the  maritime  debate  —  are  not,  in  truth,  either  anti- 
American  or  anti-union.   They  are  fundamentally  pro- 
competition,  pro-taxpayer,  pro-American  consumer.  So  I 
reiterate  for  this  committee,  as  I  have  in  so  many  other 
settings,  that  I  personally  would  like  to  see  and  I  believe 
my  recommendations  would  ultimately  lead  to  a  vast, 
competitive,  American  fleet  of  ships  sailing  the  world, 
carrying  our  cargoes,  manned  by  a  large  number  of  young 
Americans,  sailing  on  American-built  vessels.   Where  I 
differ  with  the  SIU  and  many  in  this  Congress  is  in  my 
interpretation,  as  a  transportation  analyst,  of  the 
usefulness  of  what  passes  for  maritime  policy  in  this 
country  to  either  the  industry  or  the  public. 

I'd  like  to  take  one  more  moment  of  personal  privilege, 
since  I  know  members  of  the  SIU  are  in  the  audience,  and 
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talk  about  what  I  am  really  doing  with  Ole  Skaarup.  For  tha 
record/  0I«  Skaarup,  the  so-called  "flag  dodger"  and  runaway 
operator"  with  whon  I  am  working  is  an  American  citizen  who 
in  fact  operates  a  email  fleet  of  ships  under  foreign  flag. 
In  that  respect,  he  is  like  two-thirds  of  the  other 
Americans  in  the  maritime  business  who  find  it  virtually 
impossible  tO;  operate  under  the  onerous  operating,  tax, 
capital/  and  labor  rules  that  characterize  membership  under 
the  American  flag. 

More  importantly/  he  is  the  founder  of  a  new  company, 
US  Shipbuilding  Consortium,  Inc  —  the  purpose  of  which  Is 
to  build  ships  in  the  Onited  States,  without  government 
assistance,  using  American  labor,  for  sale  both  in  the  US 
and  abroad.  He  has  spent  over  $2  million  of  his  own  money 
on  new  methods,  new  technology,  and  new  approaches  to  an 
archaic  industry  that  has  lost  over  180,000  jobs  over  the 
last  decade.  We  have  developed  a  new,  radically  simplified 
longitudinally  framed  double  hull  tanker  design  and  parallel 
building  process  that  many  others  around  this  world  have 
recognized  as  having  the  potential  to  revolutionize  this 
industry  and  bring  American  jobs  back  home.  Each  of  those 
ships  will  create  500  American  jobs,  more  than  on  25  ships 
afloat  at  sea.  Rather  than  being  pilloried,  he  should  be 
praised.   I  am  not  his  mouthpiece.  I  am  the  President  of 
that  venture,  and  I  am  honored  to  be  associated  with  it. 

I  bring  this  up,  becaose  there  is  almost  no  common 
sense  —  or  sense  of  common  purpose  —  anywhere  in  the 
maritime  debate.  The  biggest  difference  between  and  Rob 
Quartel  and  an  Ole  Skaarup  — -  and  the  people  who  write  or 
believe  this  kind  of  trash  —  is  that  we  believe  that 
Americans  can  compete  in  world  markets,  without  government 
help  or  hindrance  —  and  they  don't.   It  matters  not  whether 
they  are  shipbuilders  or  liner  operators  or  union  leaders  or 
maritime  politicians t  they  simply  have  no  faith  in  their 
own  country  or  their  countrymen.  They  prefer  excuses  to 
solutions,  subsidies  and  preferences  and  cartels  to 
competition.   I  hope  and  think  that  the  hearing  being  held 
today  will  begin  to  change  that  process,  and  I  offer  my 
testimony  and  suggestions  in  that  spirit. 

The  bottom  line  is  that  American  maritime  policy,  for 
well  over  a  hundred  years /  has  essentially  been  to  penalize 
companies  for  operating  under  the  American  flag.  We  have 
regulated/  subsidized/  protected/  cartelized/  cabotaged  this 
industry  to  death.  And  we  have  built  a  Rube  Goldberg 
complex  of  laws  and  rules  and  regulations  —  some  nine  shelf 
feet  worth  —  that  long  ago  lost  any  true  relationship  to 
the  purposes  they  are  said  to  promote. 

What  was  once  the  world's  largest  fleet  has,  over  the 
last  40  years,  declined/  along  a  relatively  constant  curve 
and  despite  tens  if  not  hundreds  of  billions  of  dollars  of 
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subsidlee  and  protectionism,  to  fewer  than  400  ocean-going 
shipe,  fewer  than  100  in  the  liner  trades  that  carry  so  much 
of  our  commerce.   Less  than  4  percent  of  the  trillion 
dollars  of  gooda  and  raw  materials  that  enter  and  exit 
American  porta,  no  more  than  20  percent  of  our  liner  trade, 
is  carried  under  the  American  flag.   Seafaring  jobs  have 
declined  from  the  1950 's  high  of  56,000  jobs  to  no  more  than 
9,200  positions,  the  age  of  the  average  merchant  mariner 
rising  to  so  years  old  for  an  unlicensed  sailor,  44  for  an 
officer.  .  And  only  one  major  commercial  vessel  has  been 
delivered  from  an  American  shipyard  in  the  last  6  years. 

Wh^t  is  disgusting  to  roe  — *  ae  a  taxpayer,  as  a 
consumer,  ae  a  policy  analyst  and  former  government  official 
—  and  as  a  supporter  of  a  competitive  maritime  industry  — 
is  that  these  unhappy  results  have  come  about  despite 
massive  taxpayer  expenditures  and  consumer  cost  increases 
that  may  well  total  over  $300  billion  over  that  period.   The 
numbers  are  staggering i  some  $40  billion  in  current  dollars 
for  carrier  operating  subsidies}  $20  billion  or  more  in 
higher  transportation  costs  for  required  agricultural  and 
military  cargo  preference;  some  $30-50  billion  in 
construction  subsidies,  both  direct  and  indirect,  foreign 
repair  duties,  and  tax  set-asides  to  offset  foreign 
competition;  another  $25  billion  in  dcmeetic  maritime 
industry  benefits  through  the  Jones  Act,  at  a  cost  that  may 
approach  $200  billion  in  higher  consumer  costs;  and,  today, 
some  $2  billion  a  year  in  additional  consumer  costs  from 
ocean-going  shipping  cartels,  the  membership  of  which  is 
nearly  80  percent  foreign,  operating  under  US  government 
price  protection. 

These  programs  and  the  billions  they  have  dumped  into 
this  Industry  have  quite  obviously  failed  to  produce  a 
competitive  fleet,  said  by  its  supporters  to  be  crucial  to 
our  nation's  economic  Independence.  And  the  evidence 
suggests  that  they  have  failed  at  the  national  defense 
purpose,  as  well. 

It  has  been  reported  that,  during  the  Desert  Shield 
buildup,  the  United  States  and  its  allies  moved  more  goods 
In  90  days  than  in  the  entire  Korean  War. 

It  was  a  olear  demonstration  of  the  need  for  sealift  — 
but  not  for  a  subsidized  fleet  or  any  of  the  other  programs 
I  have  listed  above.   According  to  the  Military  Sealift 
Commands  own  numbers,  and  those  of  the  Transportation 
Command,  as  well,  ninety-one  percent  of  the  dry  cargoes  were 
moved  on  military  preposltioned  and  fast  sealift  vessels,  US 
and  effectively  controlled  ships,  and  on  foreign  ( largely 
NATO)  charter  vessels.   Only  six  of  the  fifty  nine  ships 
then  subsidized  purportedly  for  the  purposes  of  national 
defense  actually  dropped  their  cargo  directly  into  the  war 
zone  in  Saudi  Arabia,  ships  manned  by  their  all-American 
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crews.   Thirty-eight  other  eubsidized  veeeels  participated 
through  their  regular  liner  service  routes,  but  used 
foreign-flag  feeders  to  move  the  goods  ashore.   They 
participated,  ships,  companies/  and  the  men  and  women  on 
board,  effectively  and  honorably  —  but  not  in  the 
mythological  way  these  programs  are  all  said  to  be  directed. 

I  will  add  one  important  caveat,  which  is  that  the  data 
on  liquid  bulk  vessels  —  that  is,  product  carriers  —  is 
less  useful  to  the  analysis t   the  Saudis  provided  fuel 
directly,  which  substantially  reduced  the  need  for  that  kind 
of  direct  theater  movement.   Otherwise  the  data  and  the 
event  aire  extraordinarily  useful  to  this  and  the  entire 
maritime  debate,  if  read  fairly  and  properly. 

Mr.  Chairman,  what  I  find  particularly  outrageous  is 
that  neither  the  proponents  nor  the  recipients  of  these 
subsidies  seem  to  care  a  whit  about  results.   What  they  care 
about  is  the  money.  And  that,  Mr.  Chairman,  is  tragic. 

What  the  data  really  shows  is  that  none  of  these 
programs  '—  neither  operating  subsidies,  nor  construction 
differential,  nor  government  regulation,  nor  cabotage,  nor 
cartels,  nor,  of  course,  cargo  preference  *—  none  of  these 
programs  have  built  what  the  Merchant  Marine  Act  of  1936 
calls  fort   "...an  adequate  and  well-balanced  American 
merchant  marine,  to  promote  the  commerce  of  the  United 
States,  to  aid  in  the  national  defense...." 

Having  said  all  of  that,  let  turn  to  the  specific 
issue,  cargo  preference,  and  to  quickly  make  a  couple  of 
points  for  discussion.  In  advance  of  doino  that,  I'd  also 
like  to  say  to  you  and  to  my  fellow  panelists  that  my 
remarks  on  and  opposition  to  cargo  preference  should  not  be 
construed  to  be  a  criticism  of  the  companies  and 
individuals,  per  ee,  but  of  the  underlying  policy.   At  the 
most  basic  level,  of  course,  I  intend  to  one  day  sell  these 
gentlemen  some  of  my  ships I 

More  than  anything,  I'd  just  as  soon  stay  out  of  this 
debate  as  it  typically  appears,  which  is  as  a  name-calling 
game  between  agricultural  and  maritime  Interests  as  to  who 
has  the  biggest  subsidy.   I  think  that  the  short  answer  to 
that  is  that,  on  an  aggregated  industry  basis,  you  do.   On  a 
per  capita/per  job  basis,  however,  the  maritime  induetiry 
wins  hands  down.   At  a  taxpayer  subsidy  of  from  between 
$100,000  and  $450,000  per  iob  —  versus  the  under  $30,000 
income  of  the  average  American  footing  the  bill  —  it's  a 
pretty  hefty  tab  that  deserves  a  lot  of  scrutiny, 

Mr.  Chairman,  there  are  really  only  two  central  issues 
underlying  the  question  of  cargo  preference,  or  any  other 
maritime  or  national  issue I   Does  it  serve  the  purpose  for 
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which  it  was  intended,  and,  if  it  does,  how  much  do  we  want 
to  pay  for  it. 

The  argument  before  you  and  this  Congress  really  ought 
to  boil  down  to  is  this:   Do  these  agricultural  preference 
subsidies  replly  provide  for  ship  capacity  during  wartime 
that  would  otherwise  not  be  there?   Do  they  provide  the 
labor  for  the  ships  used  during  the  conflict?  And,  if  they 
do,  at  what  coat  and  against  what  alternative. 

The  answer  is  that  they  may  provide  seamen  --  but  they 
really. don't  provide  ships  (although  Liberty's  one  tanker 
was  usiad)  as  a  benefit  of  agricultural  cargo  preference. 
Both  are  at  an  immense  expense  —  seamen,  as  Sen.  Grassley 
has  noted,  at  many  times  the  cost  and  at  much  less  risk  than 
either  the  crew  on  government  chartered  vessels  or  the  Navy 
seaman,  resezrve  or  regular  forces. 

My  purpose  today,  however,  is  not  just  to  debate  the 
wisdom  of  the  subsidy  —  but  to  suagest  a  tactical  device  to 
move  the  argument  along  by  discussing  its  placement  in  the 
federal  budget. 

If  the  Maritime  Administration  thinks  it  needs  to 
provide  economic  subsidies  to  this  industry  and  to  these 
particular  ships,  and  if  they  can  argue  that  case 
analytically  before  0MB  and  the  United  States  Congress,  then 
let  them  do  it  —  but  out  of  their  own  budget.   If  the 
military  believes  these  programs  constitute  a  function  so 
necessary  to  the  nation's  defense  that  they  are  worth 
funding  —  then  let  them  do  it  —  out  of  their  own  budget. 
I  suspect  that,  in  the  case  of  the  military,  at  least,  the 
suggestion  would  be  rejected  out  of  hand  based  on  their  own 
real  world  experience.   These  subsidies  and  the  programs 
attached  to  them  are  more  vital  to  the  existance  of  MarAd, 
as  an  agency,  however,  so  I  suspect  they  will  always  have  a 
different  view. 

Mr.  Chairman,  distinguished  members  of  this  Committee, 
let  me  make  this  simple  suggestion  as  a  means  of  getting 
some  proqress  on  this  issue.   The  principal  problem  we  have 
in  shedding  light  on  the  real  issues  of  the  maritime 
industry  ~  life  and  death  issues,  I  believe  —  is  that  so 
many  of  these  programs  are  said  to  be  for  the  benefit  of  one 
interest,  when  they  really  benefit  someone  else.   And  a 
principal  flaw  in  this  industry  is  that  because  of  this, 
they  almost  never  fully  comprehend  when  they  are  taking  a 
bite  out  of  the  other  party  —  whether  the  consumer,  the 
taxpayer,  the  agriculture  industry,  or  anyone  else.   These 
programs  are  hidden,  and  their  actual  costs  are  thus  hard  to 
aggregate. 

Mr.  Chairman,  I  respectfully  suggest  that  you  will  not 
be  able  to  revise  the  real  burden  of  cargo  preference  in 
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this  conunittee.   I  suggest  that  tho  best  solution  is  to  ask 
the  Congress  to  remove  budget  responsibility  for  these 
programs  to  the  maritime  committees.   Agriculture  and  AID 
should  retain  their  authority  over  the  type,  amount,  and 
timing  of  cargo,  as  well  as  to  quality  control.   In  the 
absence  of  euch  a  move,  you  can  expose  the  cost  —  but 
cannot  control  the  debate  over  utility.   It  is  not  a 
suggestion  that  will  solve  the  immediate  problem,  nor 
address  the  obvious  price-gouging  of  the  American  consumer 
and  taxpayer  —  but  it  will  put  the  issue  in  a  different 
place  on  the  table  where  it  can  be  viewed  more  objectively. 

Th-ere  are  many  other  incremental  solutions  that  I  would 
endorse  as  well  —  placing  a  market  cap  plus  fixed  premixun 
on  bids,  being  one  good  one,  as  well  —  but  none  will  so  fix 
the  gaze  of  the  budget  process  as  the  one  I  suggest. 

Thank  you  for  your  time.  I  would  be  pleased  to  answer 
any  questions  you  may  have  on  this  or  on  related  topics. 
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STATEMENT  OF  THE 

AMERICAN  FARM  BUREAU  FEDERATION 

TO  THE 

HOUSE  AGRICULTURE  SUBCOMMITTEE  ON 

FOREIGN  AGRICULTURE  AND  HUNGER 

REGARDING  CARGO  PREFERENCE 

June  17,  1993 

The  American  Farm  Bureau  Federation,  the  nation's  largest  organization  of 
farmers  and  ranchers,  appreciates  this  opportunity  to  present  its  views  on  U.S. 
cargo  preference  laws. 

Farm  Biu-eau's  position  on  cargo  preference  has  remained  essentially 
unchanged  since  the  program's  inception.   We  believe  any  subsidies  to  the 
maritime  industry  should  not  be  at  the  expense  of  U.S.  food  aid  programs.   Since 
cargo  preference  was  expanded  in  1985  from  50  percent  of  all  aid  shipments  to 
75  percent,  many  millions  of  additional  dollars  have  been  diverted  from  food  aid  to 
shipping  subsidies. 

Farm  Bureau  opposes  cargo  preference  and  believes  the  program  shovdd  be 
terminated.   Subsidies  to  the  maritime  industry  should  be  considered  in  Congress 
and  authorized  on  their  merits,  not  hidden  in  our  humanitarian  food  aid 
programs. 

Having  a  lock  on  a  large  percentage  of  food  aid  exports  allows  shippers  to 
raise  prices  well  above  competitive  levels.  Rates  are  quoted  at  two,  three  and,  in 
some  cases,  five  times  world  market  levels.   As  a  result,  a  large  percentage  of  the 
funding  appropriated  by  Congress  for  food  aid  is  siphoned  off  to  pay  for  the 
additional  cost  of  transportation. 

In  the  case  of  the  aid  package  to  the  former  Soviet  Union,  it  is  estimated 
that  as  much  as  $200  million  of  the  $700  million  in  food  aid  that  has  been  offered 
to  those  newly  independent  nations  would  have  to  be  spent  just  to  transport  the 
food  and  grain  on  U.S.  vessels. 

Farm  Bvireau  believes  it  is  well  past  time  for  a  thorough  review  of  cargo 
preference.   Its  cost  and  effect  on  U.S.  aid  programs  should  be  given  careful 
scrutiny.   In  the  meantime,  we  strongly  support  legislation  that  would  exempt 
food  aid  shipments  under  the  Freedom  Support  Act  from  cargo  preference 
requirements.   FaiUng  that,  we  beUeve  a  limit  should  be  placed  on  the  percentage 
by  which  U.S.  rates  may  exceed  competitive  rates  in  the  world  market. 

Under  no  circumstance  should  cargo  preference  be  expanded  to  commercial 
export  sales,  to  additional  existing  export  programs  or  to  any  new  export 
programs. 
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STATEMENT  BY  THE  HONORABLE  HERBERT  H.  BATEMAN  (R. -VA)  AT  THE 
SUBCOMMITTEE  ON  FOREIGN  AGRICULTURE  AND  HUNGER  HEARING  ON  CARGO 
PREFERENCE . 


I  appreciate  the  opportunity  to  present  this  testimony  before 
your  Subcommittee.   I  understand  that  the  Agriculture  Committee 
has  never  been  a  friend  of  cargo  preference.   However,  the  cargo 
preference  policies  that  have  been  adopted  by  Congress  result 
from  a  very  justif iaQjle,  defensible,  national  policy  that  the 
American  flag  Merchant  Marine  is  vital  to  the  national  security 
interest  of  the  United  States. 

In  order  to  keep  the  merchant  marine  at  least  semi -viable, 
and  we  are  doing  a  very  poor  job  of  even  doing  that  much,  certain 
things  need  to  be  done,  and  certain  sacrifices  have  to  be  made 
even  if  they  cost  some  money.   Reserving  a  portion  of  U.S. 
government  funded  cargo  for  passage  on  U.S.  ships  is  one  of  those 
things.   You  would  not  tell  food  aid  agencies  to  spend  taxpayers 
dollars  to  buy  the  cheapest  grain  on  the  international  market 
rather  than  American  grain.   Likewise,  we  should  not  tell  those 
agencies  to  purchase  the  cheapest  shipping  available  rather  than 
pay  more  for  U.S. -flag  shipping. 

U.S.  farmers  have  higher  costs  from  having  to  comply  with 
U.S.  labor  and  environmental  laws.   Likewise  U.S. -flag  shipping 
companies  have  higher  costs  from  employing  U.S.  workers  who  earn 
a  living  wage,  and  from  meeting  tougher  Coast  Guard  safety 
standards.   I  hope  in  the  future  you  will  keep  this  comparison  in 
mind  when  you  are  discussing  cargo  preference  legislation. 

I  am  very  sensitive  to  the  fact  that  our  cargo  preference 
laws  represent  a  cost  of  doing  business  that  in  a  sense  is  an 
artificial  cost  for  the  American  farmer.   However,  cargo 
preference  is  the  law,  and  it  exists  for  good  reason.   The  kind 
of  charged  atmosphere  that  is  surrounding  this  debate,  which 
seems  to  have  become  heightened  to  a  new  level  recently,  is 
unfortunate.   Often  government  progrsuns  must  meet  more  than  one 
goal,  and  often  times  there  is  some  conflict  between  those  goals. 
Cargo  preference  is  just  such  a  case.   Foreign  aid  programs  are 
designed  to  help  those  in  need,  but  not  without  thought  to  how 
those  efforts  can  also  help  U.S.  workers  --  merchant  mariners  and 
farmers.   Referring  to  the  U.S.  merchant  marine  as  the  "welfare 
queens  of  the  sea, "  as  some  have  done,  accomplishes  nothing 
toward  meeting  any  of  the  programs  goals.   They  are  no  more 
welfare  queens  than  America's  food  and  fiber  producers  who 
receive  government  assistance. 

If  we  look  at  the  realities  of  it,  if  the  name  of  the  geune  in 
all  our  humanitarian  aid  programs  is  to  maximize  how  much  food 
gets  delivered  to  country  A,  B  or  C,  we  wouldn't  necessarily  be 
buying  only  American  grain  to  supply  the  needs  of  those 
countries.   We  would  buy  it  in  the  international  marketplace, 
whatever  it  was,  however  cheap  it  was,  but  I  suspect  the  American 
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farmers  and  grain  dealers  would  very  strongly  resist  our  buying 
Australian  wheat  or  Brazilian  soybeans.   I  would  also  have  strong 
reservations  cibout  such  a  policy. 

We  need  to  forgo  the  hyperbole,  and  address  how  cargo 
preference  can  best  be  implemented  with  the  least  adverse  effect 
on  producers  and  shippers .   One  way  to  do  this  would  be  to  give 
shippers  a  tax  credit  for  the  differential  between  the  cost  of 
shipping  on  U.S.  merchant  marine  vessels  instead  of  lower  cost 
foreign  vessels. 

Preservation  of  a  U.S.  merchant  marine  is  a  vital  national 
security  concern  of  all  Americans.   Working  together  we  should 
seek  a  way  to  distribute  the  additional  costs  of  shipping  on  U.S. 
vessels  among  all  Americans,  so  the  burden  does  not  fall  only 
upon  Americans  who  are  producers  and  shippers. 

As  our  Committees  work  on  cargo  preference  requirements  in 
the  future,  I  hope  we  can  do  so  in  manner  that  meets  the  multiple 
needs  of  our  farmers,  our  merchant  mariners  and  international  aid 
recipients. 
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